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1. "A llocation of costs is  not a m atter for the s lid e  ru le . 
I t  involves a myriad of fa c ts . I t  has no claim to an 
exact science." Colorado In te rs ta te  Gas Co. v. FPC,
324 U.S. 581, 589 (1945).
2. ". . . n e ith er method was e n tire ly  s a tis fa c to ry , but the 
same could be said  with respect to any method which might 
be proposed. Mathematical exactness in  the apportionment 
of cost is  an im p o ssib ility . Because a method may have 
some in f irm itie s  does not i t s e l f  condemn i t  as a proper 
method. I t  is  the duty of the Commission to se lec t a 
method which in  i t s  considered judgment more nearly 
reaches a ju s t  and sound r e s u lt ."  Colorado In te rs ta te  
Gas Co. v. FPC, 209 F.2d 717, 726 (10 C i r . , 1953).
3. a. The method se lec ted  should assign a f a ir  share of
the to ta l  system cost of serv ice . . . , 
b. The method se lec ted  should be a p ra c tic a l one. I t
should not be so complex as to require long, tedious 
stud ies involving speculations and assumptions, but
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rather should be a method which can be expeditiously
applied to the fac ts  quickly a sce rta in ab le ,
c. The re s u lts  reached, through applying such method, 
should make sense. Tennessee Gas Transmission C o.,
27 FPC 202, 208 (1962).
B. Objectives (As much as things change, they remain the same).
1. The ra te  must s e l l  the gas under the varying conditions 
which are met from time to time.
2. The ra te  must recover the ac tu a l costs of rendering the 
serv ice and a f a i r  re tu rn .
3. The s tru c tu re  of the ra te  should follow as closely  as 
p rac ticab le  the general behavior of p ip e lin e  costs .
4. The ra te  must meet the c r i te r io n  of being nondiscrim inatory .
5. The ra te  must meet the te s t  of general customer and 
regulatory  agency's acceptance. American Gas A ssociation, 
Report of Rate Committee, (1956-57), p. 52.
C. Cost of Service
1. A p ip e lin e  cost of serv ice  is  developed based on a 
recen t twelve months of ac tu a l experience (the base 
period) ad justed  fo r known and measurable changes in  
revenues and costs th a t w ill  occur during the nine months 
immediately following the la s t  month of ac tu a l experience. 
This twelve-month period as adjusted is  known as the te s t  
period.
2. Exhibit A i s  CIG's f i le d  Cost of Service for the te s t  
period used in  i t s  l a s t  ra te  case.
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Operation (Operation and Maintenance) includes:
( i) Labor, m a teria ls , power, fu e l, e tc .
( i i ) Purchased gas costs - la rg e s t single 
component in  cost of serv ice
( i i i )  Adm inistrative and General Expenses
D epreciation, depletion and am ortization 
Taxes
(i) Federal
( i i ) S tate
( i i i ) Other -  property , payro ll (FICA, unem­
ployment), production, w indfall p ro f i ts ,  
franch ise , e tc .
Donations
Return (14.23 weighted average)
(i) Debt costs (9.18)
( i i ) P referred stock dividends (7.30)
( i i i ) Return to common equity (19.00)
Revenue c red its
( i) Processing P lant revenues
( i i ) Other
(a) T ransportation of gas by others
(b) Revenues from gas processed by others
(c) Drip sa les
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I I .  Ratemaking Components
A. F unctionalization  of Costs
1. F unctionalization  i s  the assignment of costs to th ree 
major functions (production and gathering , sto rage , and 
transm ission) to develop a basis  fo r equ itab le  appor­
tionment of costs based on use of and b en e fits  derived 
from various types of f a c i l i t i e s .  The fu n c tio n a liz a tio n  
of Cost of Service is  also  shown in  Exhibit A. As shown, 
each function has i t s  own separate  cost of se rv ice .
2. For example, a customer served d ire c tly  from a source of 
supply, which i s  not transported  through the p ip e lin e s ' 
transm ission system or sto red  in  the p ip e lin es  storage 
f ie ld s ,  may not be assigned costs from these two functions.
B. C la ss if ic a tio n  of Costs -  Two Steps
1. F ir s t ,  i t  must be determined whether costs are fixed or 
v a riab le .
a. Fixed Costs -  Generally remain constant over the 
re la tiv e ly  short term. They tend not to f lu c tu a te  
in  accordance with the varying volumes of gas 
passing through the system. Examples are labor 
expenses, overhead co s ts , depreciation  expense, 
re tu rn  on investm ent, and associa ted  income taxes.
b. Variable Costs -  Change in  d ire c t proportion to 
volumes of gas passing through the system. Examples 
are most purchase gas costs and Compressor S ta tion  
fu e l.
I-4
2. Second, fixed and variable costs are apportioned between
demand and commodity.
a. Demand -  Costs a lloca ted  to customers based upon use 
of gas during a peak period or system design for a 
peak period.
b. Commodity -  Costs a lloca ted  on the basis of general 
use of gas, or annual sa les .
3. Methods of c lassify in g  costs - Generally a l l  variab le  
costs are deemed commodity re la te d . The main issue is  
whether the fixed costs should be deemed demand-related 
or commodity-related.
a. Volumetric
(i)  All fixed and variab le  costs to commodity.
Single ra te .
( i i )  City of Cleveland v. Hope Natural Gas Co.,
3 FPC 150 (1942).
( i i i )  During the e a r l ie s t  period of p ipeline
ratemaking, p ipelines had ob liga tions to 
supply customers’ f u l l  requirements. Cost 
re sp o n sib ility  was proportioned to the 
customers' annual volumes.
b. F ixed-variable (peak re sp o n sib ility )
( i)  100% of fixed costs are deemed demand-
re la ted .
( i i )  Adopted by Commission in Canadian River 
Gas Company e t a l , , 3 FPC 32 (1942)
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generally  to encourage investment in  
increased p ip e lin e  capacity . Fixed costs 
were recovered w ithout reference to 
throughput.
( i i i )  Modified f ix e d -v a r ia b le .
(a) A ll fixed costs deemed demand-related 
except 50% of re tu rn  and associated  
ta x e s .
(b) Adopted in  In te r s ta te  N atural Gas 
Co., I n c . , 3 FPC 416 (1942).
(c) An answer to a lleg a tio n s  th a t in te r -  
ru p tib le s  and seasonal customers who 
were not served during the peak 
period were not being assessed any of 
the p ip e lin e 's  fixed costs.
(d) Challenged th a t cost c la s s if ic a tio n  
was being used as a means of achieving 
a desired  end, ir re sp e c tiv e  of the 
nature or behavior of costs being 
c la s s if ie d  (i . e . , discourage indus­
t r i a l  use).
c. A tlan tic  Seaboard 50/50 formula
( i)  In A tlan tic  Seaboard Corp. e t a l . , 11 FPC
43 (1952) the Commission c la s s if ie d  
transm ission fixed cost equally between 
demand and commodity. The premise of such
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classification was that pipelines were
b u ilt  and other fixed costs incurred to 
provide both peak and annual serv ice. 
Therefore, transm ission fixed costs should 
be apportioned to both serv ices. The 
50/50 s p l i t  was evidence of the Commission's 
in a b il i ty  to determine which serv ice 
should bear the m ajority of such cost.
( i i )  During World War I I  p rices of a l l  fuels
were high. Gas was a bargain. I t  simply 
d id n 't  m atter how the FPC c la s s if ie d  
costs. Following World War I I ,  ex isting  
p ipelines expanded a t a rapid ra te  a t high 
costs. The p rice  of gas shot up and i t  
became necessary to p rice  gas so th a t i t  
was com petitive with other fu e ls .
( i i i )  The re su lt was th a t in  the ra te  design
step (a f te r  costs were a lloca ted  between 
ju r is d ic tio n a l and n o n ju risd ic tio n a l 
sa les) the ra te s  were " t i l te d "  by assigning 
to the demand charge a portion of the 
costs which under Seaboard would have been 
assigned to the commodity charge. See, 
e .g . , Midwestern Gas Transmission Co.,
34 FPC 973 (1965) and cases c ited  there in .
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This enabled gas to  be more marketable to 
in d u s tr ia ls .
(iv) The 50/50 cost c la s s if ic a t io n  formula was
extended to the storage function in 
American Louisiana Pipe Line Co., 29 
FPC 932 (1963).
(v) A "modified Seaboard" was also  introduced,
in  which a po rtion  of the production costs 
were assigned to the demand category 
ra th e r than assigned 100% to the commodity 
category. While se ttlem ents were approved 
on th a t b a s is , the Commission, a f te r  
adopting the approach, reversed i t s e l f  due 
to the changing circumstances with regard 
to the impending shortage of gas supply.
El Paso Natural Gas Company, 47 FPC 1157 
(1972).
(vi) As the p rice  of com petitive fue ls  increased
re la tiv e  to n a tu ra l gas, the ju s t i f ic a t io n  
fo r " t i l t in g "  was elim inated . By the la te  
1960s and early  1970s, most p ipe line  ra te s  
re f le c te d  Seaboard in  both cost c l a s s i f i ­
cation and ra te  design.
d. United 25/75 formula
(i)  The United method assigns p ipe line  tra n s ­
mission and storage fixed costs 75% to the
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commodity component and 25% to the demand 
component. Production and gathering fixed 
costs (except for the demand component of 
purchases) were continued to be c la s s if ie d  
100% to commodity. United Gas Pipe Line 
Co. , 50 FPC 1348 (1973). The Commission's 
decision was premised on le sse r  importance 
of the peak use of the p ipeline  due to 
natu ra l gas shortages. The decision was a 
compromise between Seaboard (50/50) and 
S ta f f 's  recommended volumetric ra te  (100% 
fixed costs to commodity).
( i i )  Recent developments: In three recent
cases the Commission approved the use of 
Seaboard for cost c la s s if ic a tio n . All 
three cases were before the Commission on 
remand from the D is tr ic t  of Columbia 
C ircu it in  lig h t of Columbia Gas Trans­
mission Corp. v, FERC, 628 F.2d 578 
(D.C. Cir. 1979).
(a) Texas Eastern Transmission Corp., 
Docket No. RP74-41 (Remand)
February 15, 1983.
(b) Texas Gas Transmission Corp.,
Docket No. RP75-19 (Remand)
February 15, 1983. (Exhibit B)
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(c) Cities Service Gas Co., Docket
No. RP74-4 Remand) February 15, 1983.
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4. Apply the p rin c ip les  for cost c la s s if ic a tio n  for the four methods 
outlined  above (a llo ca tio n  w ill be covered l a t e r ) :
Worksheet 1
Cost Total
F ixed-variable Method 
Demand Commodity
1. Production $1,000
2. Purchased Gas -  Demand 1,000
3. Purchased Gas -  Commodity 3,000
4. 0 & M -  Variable 700
5. 0 & M -  Fixed 1,000
6. Depreciation 1,000
7. Other taxes 300
8. Income taxes 1,000
9. Return 1,000
10. Total $10,000





11. Ju r isd ic tio n a l 20,000 90% 5,000,000 85%
12. N on-ju risd ictional 2,222 10% 882,350 15%
13. Total 22,222 100% 5,882,350 100%
A llocation of Total Cost of Service
to Classes of Customers Demand Commodity
14. Ju r isd ic tio n a l cost of serv ice
15. N on-ju risd ictional cost of serv ice




Cost Total Demand Commodity
1. Production $1,000
2. Purchased Gas -  Demand 1,000
3. Purchased Gas -  Commodity 3,000
4. 0 & M -  V ariable 700
5. 0 & M -  Fixed 1,000
6. D epreciation 1,000
7. Other taxes 300
8. Income taxes 1,000
9. Return 1,000
10. Total $10,000







11. Ju r isd ic tio n a l 20,000 90% 5,000,000 85%
12. Non-j u r isd ic tio n a l 2,222 10% 882,350 15%
13. Total 22,222 100% 5,882,350 100%
A llocation of Total Cost of Service
______ to Classes of Customers______  Demand Commodity
14. Ju r isd ic tio n a l cost of serv ice
15. N on-ju risd ic tional cost of serv ice ______  ______




Cost Total Demand Commodity
1. Production $1,000
2. Purchased Gas -  Demand 1,000
3. Purchased Gas - Commodity 3,000
4. 0 & M -  Variable 700
5. 0 & M -  Fixed 1,000
6. Depreciation 1,000
7. Other taxes 300




Derivation of A llocation Factors Mcf Factor MMcf Factor
11. Ju r isd ic tio n a l 20,000 90% 5,000,000 85%
12. N on-jurisd ictional 2,222 10% 882,350 15%
13. Total 22,222 100% 5,882,350 100%
A llocation of Total Cost of Service 
to Classes of Customers Demand Commodity
14. Ju r isd ic tio n a l cost of service
15. N on-ju risd ictional cost of service
16. Total cost of service




2. Purchased Gas -  Demand 1,000
3. Purchased Gas -  Commodity 3,000
4. 0 & M -  Variable 700
5. 0 & M -  Fixed 1,000
6. D epreciation 1,000
7. Other taxes 300





D erivation of A llocation
11. Ju r isd ic tio n a l












A llocation of Total Cost of Service
______to Classes of Customers______  Demand Commodity
14. Ju r isd ic tio n a l cost of serv ice
15. N on-ju risd ic tional cost of serv ice ______  ______
16. Total cost of serv ice
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C. Allocation of Costs Between Jurisdictional and Non-juris-
dictional Service
1. Production and gathering
a. Commodity - Annual sa les
b. Demand -  ("as b illed " ) -  3-day peak
2. Transmission
a. Demand - Generally in  proportion to the average of 
the coincidental demands during a 3-day continuous 
peak on the p ipeline system.
(i)  Other -  Single-day peak, 2-day peak, contract 
demand, firm service peak day.
b. Commodity -  Generally annual sa les .
c. Demand and commodity -  Mcf-mile (Southern Natural 
Gas Co., 29 FPC 323 (1963)), zoning (El Paso Natural 
Gas Co., 22 FPC 260 (1959)), zone-gate (United Gas 
Pipe Line Co., 51 FPC 1014 (1974)).
3. Storage
a. Commodity - Seasonal sa les (5-month period of 
storage withdrawals)
b. Demand -  3-day peak
4. Return to worksheets 1-4 and a llo ca te  Production and 
Transmission commodity costs based on annual sa les and 
Transmission demand costs based on 3-day peak. Check 
with Exhibit C.
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Sales and Services and Customers
1. Generally tw o-part r a te —demand-commodity
a. Demand ra te  -  divide ju r is d ic t io n a l  demand costs by 
sum of con trac t demands (times 12) of ju r is d ic t io n a l  
customers. Demand charges are generally  a fixed 
d o lla r  amount due each month, regard less of amount 
of gas purchased.
b. Commodity ra te  -  divide ju r is d ic t io n a l  production, 
s to rage , and transm ission commodity costs by annual 
sa le s . Commodity charges are b i l le d  on the basis of 
ac tu a l quan tity  of gas taken by customers.
2. S tra ig h t lin e  volum etric charges
a. Include an amount of imputed demand costs .
b. May be adjusted  fo r load fac to rs  -  Small general 
serv ice  customers might buy a t a 40% load fa c to r , 
thus the demand costs are more per Mcf than those of 
a 100% load fac to r customer.
I I I .  Concerns of D iffe ren t P a rtie s  in  In te re s t
A. In d u s tr ia ls
1. Want more a llo ca ted  to demand (e . g . , f ix ed /v a riab le )
which a llo ca te s  more to low load fac to r customers.
In d u s tr ia ls  tend to be high load fac to r customers.
B. D is trib u to rs
1. High load fac to r ju r is d ic t io n a l  customers.
a. Want a higher demand ra te  ( e .g . , f ix ed /v a riab le )
D. Rate Design - Allocation Among the Various Jurisdictional
I -16
2. Low load fac to r customers.
a. Want a lower demand ra te  (e .g . , United)
b. Some may accept unloading the commodity (e .g . , 
fixed /variab le ) to promote sa les to in d u s tr ia ls .
C. P ipeline
1. Risk of recovering costs.
a. The more sh if ted  to demand (e. g. , f ix e d /v a ria b le ) , 
the le ss  r isk  of under-recovery.
2. E ffect on m arketab ility .
a. The lower the commodity cost (e . g . , f ix ed /v a riab le ), 
the easie r i t  w ill be to market gas to high load 
fac to r in d u s tr ia ls , p a r tic u la r ly  i f  in te rru p tib le .
b. This i s  d i f f ic u l t  to accomplish when a high per­
centage of o vera ll costs is  seemingly inex tricab ly  
stuck in  the commodity (e ,g . , purchased gas co s ts) .
3. Frequency of f i l in g s .
a. In theory, the more costs which are recovered
through demand charges (e . g . , f ix ed /v a riab le ), the 
less  suscep tib le  the p ipeline  is  to fa llin g  sales 
and le ss  lik e ly  to need to f i l e .  This is  prim arily 
due to p ipeline PGA f il in g s .
IV. Following Future Rate Issues
A. Pending Rate Design Cases
1. Columbia Gas Transmission Corp., Docket No. RP81-83,
e t a l . Columbia proposed a modified fix ed -v a riab le ; a l l
variab le  costs and 50% of the return  on equity and
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associa ted  taxes would be included in  the commodity. The 
demand component would consist of a l l  remaining fixed 
co sts . The Commission S ta f f ’s modified fix ed -v ariab le  
ra te  design d if fe rs  from Columbia’s modified fixed- 
v ariab le  proposal in  th ree s ig n if ic a n t resp ec ts :
a. The S ta ff assigns 100% of re tu rn  on equity and 
associa ted  taxes to the commodity component as 
compared to Columbia’s proposal of assigning only 
50% of re tu rn  on equity  and associa ted  taxes to the 
commodity component. The S ta f f 's  proposal in  th is  
respect places a l l  of the re tu rn  on equity a t r isk .
b. The S ta ff assigns a l l  costs in  the production 
function , including production fixed co s ts , to the 
commodity component, while Columbia assigns pro­
duction fixed costs to the demand component. The 
S ta f f ’s proposal r e f le c ts  a long lin e  of Commission 
precedent, but continues to place such fixed costs 
a t r isk .
c. The S ta ff a llo ca te s  costs c la s s if ie d  as demand costs 
in two ways:
i)  i t  a llo ca te s  50% of demand on an average 3-day 
peak b as is ; and
i i )  i t  a llo ca te s  50% of demand on a volum etric 
b a s is ,
while Columbia a llo ca te s  demand so le ly  on the basis
of peak d e liv e rie s .
I-18
S taff argues tha t i t s  method recognizes the dual 
nature of the p ipeline and the fundamental p rinc ip le  
of ratemaking tha t costs should be a lloca ted  to 
customers responsible for the cost incurrence. This 
methodology would re su lt in  add itiona l costs being 
a lloca ted  low load fac to r customers.
2. Natural Gas P ipeline Company of America, Docket No. 
RP81-49. Natural proposed a modified fixed-variab le  
method of ra te  design, with a l l  fixed costs c la s s if ie d  to 
the demand component and a l l  variab le  costs , including 
equity and associated taxes, c la s s if ie d  to commodity. 
S taff generally proposes a modified fixed-variab le  ra te  
design, with some v a ria tio n  for ce rta in  customers where 
the p o ten tia l for marketing in d u s tr ia l sa les e x is ts .
S taff proposes i t s  own cost c la s s if ic a tio n  and a llo ca tio n  
methodology. Fixed storage and transm ission costs are 
assigned to demand and commodity components based on the 
type of service for which they are incurred. Then S ta ff, 
in  a "refunctionaliza tion" process, assigns to the 
commodity component ce rta in  fixed costs which were 
re la ted  to recent investments to a ttach  gas supply. The 
remaining fixed costs were s p l i t  50/50 between the demand 
and commodity to recognize peak day and annual serv ice.
3. Tennessee Gas P ipeline Co., Docket No. RP81-54 e t a l . 
S taff would p refer the re fu n c tio n a liza tio n  method noted 
for NGPL, but recommends a modified fixed-variab le
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because of the overrid ing  importance of the m arke tab ility  
issu e . Fixed costs should be covered through a combina­
tio n  of th ree  demand charges: a peak-day demand charge
based on customer con tract demand or maximum daily  
q uan tity ; an average-day demand charge based on cus­
tomers' annual volum etric l im ita tio n s ; and a seasonal 
v a r ia b i l i ty  demand charge, the d iffe rence  between cus­
tomers' maximum daily  quan tity  and th e ir  average daily  
quan tity . -
4. Texas Eastern Transmission Corp., Docket No. RP83-35. 
Another lead case on gas p ip e lin e  ra te  design and pur­
chasing p ra c tic e s . Commissioner Richard has been named 
hearing o f f ic e r  in  the case. Charles Moore, Commission 
General Counsel, has been S taff t r i a l  lawyer.
5. See also  Panhandle Eastern Pipe Line Co,, Docket No. 
RP82-58, Tennessee Gas P ipeline Co., Docket No. RP82-125, 
El Paso N atural Gas Co., Docket Nos. RP82-33 and RP83-6.
B. Incentive Rates fo r In d u s tr ia l Sales
1. Michigan Wisconsin Pipe Line Company (CP82-542). Michigan 
Wisconsin Pipe Line Company became the f i r s t  p ipe line  for 
which in terim  in d u s tr ia l  ra te s  were approved. This 
s igna l honor has been accompanied by the ups and downs 
associa ted  with implementation of new FERC po licy , 
esp ec ia lly  the th re a t of stockholder lo ss due to 
underrecovery. Attached as Exhibit D here to , see the 
Order issued October 29, 1982; the Order Rejecting
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Compliance F iling  Without Prejudice and C larify ing Prior 
Order, issued November 5, 1982; the Order In s titu tin g  
Proceeding and Granting Motions to Intervene, issued 
December 22, 1982 ( l is t in g  13 issues for hearing on 
permanent ra te s ) ;  and the Order Denying Requests for 
Rehearing, issued February 22, 1983.
2. In December, 1982, the Commission approved sim ilar 
temporary c e r t if ic a te s  for Columbia Gas Transmission 
Corp. (CP82-485) and Northern Natural Gas Co. (CP83-14). 
Two app lica tions (CP83-16, CP82-33) by Northern for 
specia l ra te s  for am m onia-fertilizer p lan ts were not 
granted temporary c e r t if ic a te s  but were se t for hearing. 
Columbia la te r  withdrew i t s  app lica tion  following a FERC 
February 9, 1983, denial of rehearing of the December 22 
Order. N orthern's temporary c e r t i f ic a te  was rescinded on 
the basis th a t an emergency did not e x is t.
3. In January, Panhandle Eastern Pipe Line Co. and Trunkline 
Gas Co. (CP83-157) and Northwest P ipeline Corp. (CP83-136) 
applied for discount ra te s  to avoid losing in d u s tr ia l 
customers.
4. In designing ra te s  the FERC has issued two guidelines, 
one for in terim  ra te  design and one for a f in a l ra te  
design.
Interim  ra te : p ipeline must recover:
a. Current cost of purchased gas, including current 
Account No. 191 surcharge
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b. Current GRI surcharge
c. Any out-of-pocket costs associa ted  with making the 
gas sa le  (fixed , as w ell as v a r ia b le ) .
F inal ra te : p ip e lin e  must recover:
a. Actual cost of purchased gas a ttr ib u ta b le  to the 
sa le
b. GRI surcharge
c. Any out-of-pocket costs
d. Any fixed costs necessary to assure th a t o ther
customers or c lasses of customers do not su ffe r  
undue adverse impact as a r e s u lt  of the sa le .
Rates fo r customers who undertake spot purchases of gas from 
other supp liers (i . e . , no longer f u l l  requirem ents). See 
Inside FERC, March 21, 1983, p. 1.
Incentive tran sp o rta tio n  ra te s  -  P ipelines should be in d iffe re n t 
whether they s e l l  gas or simply tran sp o rt fo r o th ers . See
H. R. 2059 introduced by Rep. Berkley Bedell, D-Iowa.
Providing market s ig n a l from consumer through p ipe line  to 
producer.
1. NGPL Netback Basis. See Inside FERC, December 20,
1982, p. 5.
2. United D is trib u tio n  Companies propose to address p ipe line  
accoun tab ility  through a Congressional mandate for the 
FERC to develop a new approach to ra te  design.
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F. Least cost mix. - p ipeline  prudence. Columbia Gas 
Transmission Corp., Docket No. TA81-1-21 (PGA 81-1).
G. Take-or-pay payment treatm ent. Statement of Policy, issued 
December 16, 1982, in  Docket No. PL83-1.
H. Minimum B ills  -
1. Transcontinental Gas Pipe Line Corp., Docket No. 
RP83-49.
2. Columbia Gas Transmission Corp., Docket Nos.
RP83-9, RP82-137, RP83-4, RP83-5, RP83-7, RP83-8, 
RP83-12.
3. United Gas Pipe Line Co., Docket No. RP81-81, RP82-16.
4. Colorado In te rs ta te  Gas Co, Docket No. RP82-54.
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1. O ffice of P ipeline and Producer Regulation, Federal Energy 
Regulatory Commission. S ta ff  Report on In te r s ta te  Gas P ipeline 
Ratemaking, September, 1982. Send $6 check or money order to FERC, 
Room 2214, 825 North C ap ita l, Washington, DC 20426.
2. Georgetown U niversity  Law Center, Continuing Legal Education
Division/American Gas A ssociation Legal Section, FERC Gas 
P ipeline  Rate & C e r t if ic a te  Regulation: A P rac tice  Course fo r
Lawyers. Contact Kevin Smith, American Gas A ssociation , 1515 
Wilson Boulevard, A rlington, VA 22209.
3. For upcoming conference on ratemaking, note Fourth N ational I n s t i tu te  
Ratemaking Fundamentals, sponsored by the Section of Public U ti l i ty  
Law, American Bar A ssociation , May 9-10, 1983, Mayflower H otel, 
Washington, DC. Contact American Bar A ssociation , D ivision of 
P rofessional Education, 10 West 35th S tre e t, Chicago, IL 60616.
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COLORADO INTERSTATE GAS COMPANY
COST OF SERVICE BY FUNCTIONS 







No. Particulars Reference Service
(a) (b) (c)
1 OPERATING EXPENSES ................ H(l) $1,075,892,345
2
3
DEPRECIATION, DEPLETION AND 




Federal income .................. H (3) 49,351,229
6 State income .................... H (3) 3,535,029
7 Other ............................ H (4) 13,717,332
8 OTHER INCOME DEDUCTIONS - DONATIONS . 166,724
9 RETURN AT 14.23 PERCENT ............ B 74,423,103
10
11
TOTAL COST OF SERVICE BEFORE 
REVENUE CREDITS .................. $1,251,776,958
12
13
DEDUCT - OPERATING REVENUE CREDITS: 
Processing plant revenues ........ G-3 $ 21,439,789
14 Other operating revenues ........ G-3 42,981,980
15




Docket No. RP82- 
Statement A 
Page 1 of 1
Storage Line
Production Fort Morgan Other Total Transmission No.
(d) (e) (f) (g) (h)
$ 982,914,977 $2,747,594 $ 4,928,541 $ 7,676,135 $ 85,301,233 1
18,577,321 1,150,746 2,854,477 4,005,223 12,108,652
2
3
16,226,684 1,791,449 10,788,179 12,579,628 20,544,917
4
5
1,162,317 128,322 772,757 901,079 1,471,633 6
8,204,651 318,393 717,141 1,035,534 4,477,147 7
102,802 4,518 6,502 11,020 52,902 8
24,472,820 2,700,258 16,267,039 18,967,297 30,982,986 9
10
$1,051,661,572 $8,841,280 $36,334,636 $45, 175,916 $154,939,470 11
12
$ 21,439,789 $ $ $ $ 13
17,019,600 1,138 1,635 2,773 25,959,607 14
$ 38,459,389 $ 1,138 $ 1,635 $ 2,773 $ 25,959,607 15





ALLOCATION, AND RATE 
DESIGN
UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION
B e f o r e  Com mi ss i one rs :  C. M. B u t l e r  I I I ,  Chai rman;
J .  David Hughes,  A. G. Sousa  
and O l i v e r  G. R i c h a r d  I I I .
T e xa s  Gas T r a n s m i s s i o n  ) Docket  No. R P7 5- 19 -0 0 0
C o r p o r a t i o n  ) (Remand)
ORDER AFFIRMING INITIAL DECISION 
( I s s u e d  F e b r u a r y  1 5 ,  1983 )
B e f o r e  us on e x c e p t i o n s  i s  an i n i t i a l  d e c i s i o n  which 
c o n c l u d e s  t h a t  the Sea board  fo r m u la ,  which c l a s s i f i e s  the f i x e d
c o s t s  a s s o c i a t e d  w i th  T exa s  Gas T r a n s m i s s i o n  C o r p o r a t i o n ' s  
(Tex as  Gas) i n v e s t m e n t  in t r a n s m i s s i o n  and s t o r a g e  f a c i l i t i e s  
e q u a l l y  between the demand component and the  commodity component 
o f  a p i p e l i n e ' s  r a t e s ,  shou ld  be used on the T e x a s  Gas system 
f o r  the purpose  o f  s e t t i n g  j u s t  and r e a s o n a b l e  r a t e s .  Texas  
Gas T r a n s m i s s i o n  C o r p . , Docket  No. RP 7 5- 19  (Remand),  1 5  FERC 
6 3 , 0 0 4  ( 1 9 8 1 ) .  As the i n i t i a l  d e c i s i o n  makes c l e a r ,  t h i s  
c a s e  has a l e n g t h y  h i s t o r y  and was remanded to  the Commission 
by the c o u r t  o f  a p p e a l s .  Columbia Gas T r a n s m i s s i o n  Corp.  v .
FERC, 6 28 F . 2 d  578 (D. C. C i r . 19 7 9 ) .  We a f f i r m  the  i n i t i a l  
d e c i s i o n  but  f i n d  i t  n e c e s s a r y  to d i s c u s s  s e v e r a l  a s p e c t s  o f  
t h a t  d e c i s i o n .
( 1 )  As we read the i n i t i a l  d e c i s i o n ,  i t  would r e q u i r e  
the pr o pon ent s  o f  a c o s t  c l a s s i f i c a t i o n  methodology  o t h e r  than 
tne Seaboard formula  to f i r s t  de m o ns t r a te  t h a t  use  o f  the 
Seabo ard  fo rmula  i s  u n j u s t  and u n r e a s o n a b l e  w i t h i n  the  meaning 
o f  S e c t i o n s  4 and 5 o f  the  N a t u r a l  Gas A c t .  In our  v i e w ,  the  
Commission i s  r e q u i r e d  o n l y  t o  use  the Sea boa rd  formula  as a 
■ s t a r t i n g  p o i n t "  f o r  a n a l y s i s  and to p r o v i d e  a " r e a s o n e d  e x p l a n ­
a t i o n "  f o r  i t s  d e c i s i o n  to d e p a r t  from the Seabo ard  fo r m u la .
Once the Commission has pr o v i d e d  a " r e a s o n e d  e x p l a n a t i o n , "  
the Commission need o n l y  show t h a t  the c o s t  c l a s s i f i c a t i o n  
methodo logy  i t  ch o ose s  r e s u l t s  in j u s t  and r e a s o n a b l e  r a t e s .  
Permian B a s i n  Area  Rate  C a s e s , 390 U . S .  7 4 7 ,  7 9 1 - 9 2 ,  796-98 
( 1968 ) .
The c o u r t  remand in  Columbia Gas T r a n s m i s s i o n  Corp.  v .
FERC, s u p r a ,  does  n o t ,  in our v i e w ,  r e q u i r e  t h a t  the Commission 




and u n r e a s o n a b l e  r a t e s  ( a l t h o u g h  the  Commission may indeed reac h  
t h a t  c o n c l u s i o n )  b e f o r e  the  Commission imposes  an a l t e r n a t i v e  
c o s t  c l a s s i f i c a t i o n  m e th od o log y  which y i e l d s  j u s t  and r e a s o n a b l e  
r a t e s .  The o n l y  s u p p o r t  f o r  the  narrow r e a d i n g  which the  ALJ  
ac c or d e d  our  a u t h o r i t y  under  the  N a t u r a l  Gas Act  i s  found in  
f o o t n o t e  3 1  o f  the  c o u r t ' s  o p i n i o n .  1 /  As we read  the c o u r t ' s  
o p i n i o n ,  t h a t  f o o t n o t e  o n l y  i n d i c a t e s  the  s u p p o r t  which the  
Commission must have f o r  p u r p o s e s  o f  j u d i c i a l  r e v i e w  i f  the  
C o m m i s s i o n ' s  d e c i s i o n  i s  based on a f i n d i n g  t h a t  the  Seabo ard  
fo rmula  g e n e r a t e s  u n j u s t  and u n r e a s o n a b l e  r a t e s .  A c o n c l u s i o n  
t h a t  the  S e a bo ar d  fo rm ula  y i e l d s  u n j u s t  and u n r e a s o n a b l e  r a t e s  
i s  c e r t a i n l y  a s u f f i c i e n t  p r e d i c a t e ,  but  by no means a n e c e s s a r y  
p r e d i c a t e ,  b e f o r e  the Commission c h o o s e s  a c o s t  c l a s s i f i c a t i o n  
meth od o log y  which y i e l d s  j u s t  and r e a s o n a b l e  r a t e s .  2/
1/  That  p o r t i o n  o f  the  c o u r t ' s  o p i n i o n  s t a t e s :
I f ,  a s  i t  a p p e a r s  ( s e e  Commission Opinion  a t  J .  A.
2 0 2 ,  2 1 1 ;  Commission B r i e f  a t  3 7 - 4 0 ) ,  the  Commission 
has  d e c i d e d  to  abandon Seabo ard  b e c a u se  the  a p p l i c a t i o n  
o f  t h a t  formula  to  T e x a s  Gas no l o n g e r  g e n e r a t e s  r a t e s  
t h a t  a r e  j u s t  and r e a s o n a b l e  w i t h i n  the meaning o f  S 4 
o f  the  N a t u r a l  Gas A c t ,  the Commission must  d e m o n s t r a te  
t h a t  i t s  f i n d i n g  i s  su pp o r te d  by s u b s t a n t i a l  e v i d e n c e .
1 5  U . S . C .  S 7 1 7 r ( b ) .  Columbia  Gas T r a n s m i s s i o n  Co r p .  v .  
FERC, 628 F .2d a t  586 ,  n . 3 1 .
2 /  Our c o n c l u s i o n  on t h i s  m a t t e r  i s  c o n s i s t e n t  w i th  p r e c e d e n t  
d i s c u s s i n g  the  Columbia Gas T r a n s m i s s i o n  Corp .  v .  FERC 
c a s e .  In New O r l e a n s  P u b l i c  S e r v i c e ,  I n c .  v .  FERC, 659
F . 2 d  509 ( 5 t h  C i r .  1 9 8 1 ) ,  the  c o u r t  s t a t e d :
On the c o n t r a r y ,  in o r d e r  f o r  the  Commission to have 
d e p a r t e d  from t h e  2 5 - 7 5  method,  which had become 
the  e s t a b l i s h e d  m et hodo logy  and was su pp o r t e d  by the  
p i p e l i n e ,  t he  Commission would have had to  e x p l a i n  
the  d e p a r t u r e  o r  found use  o f  the  2 5 - 7 5  method u n j u s t  
and u n r e a s o n a b l e .  New O r l e a n s  P u b l i c  S e r v i c e ,  I n c .  v .  
FERC, 659 F . 2 d  a t  5 2 1  ( emphas i s  a d d e d ) .
T h i s  d i s c u s s i o n  s t r e s s e s  t h a t  a l t e r n a t i v e  a n a l y t i c a l  p a t h s  
a r e  a v a i l a b l e  to the  Commission i f  i t  w i s h e s  to  m o d i fy  o r
abandon an e x i s t i n g  c o s t  c l a s s i f i c a t i o n ,  a l l o c a t i o n ,  and 
r a t e  d e s i g n  met hod o log y .
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In t h i s  c a s e ,  the  i n i t i a l  d e c i s i o n  c o n c l u d e s ,  and we a g r e e ,  
t h a t  the r e c o r d  b e f o r e  us cannot  p r o v i d e  a re aso ne d  e x p l a n a t i o n  
to s u p p o r t  a d e p a r t u r e  from a Seabo ard  fo rmula  and t h a t  the 
Seaboard  methodo logy  y i e l d s  j u s t  and r e a s o n a b l e  r a t e s .  There 
i s ,  t h u s ,  no e r r o r  based on the  i n i t i a l  d e c i s i o n ' s  a n a l y s i s  o f  
Columbia  Gas T r a n s m i s s i o n  Corp .  v .  FERC, s u p r a . Our d i s c u s s i o n  
o f  t h a t  c a s e  i s  intended  s o l e l y  to emphas ize  the judgmenta l  
n a t u r e  o f  the d e t e r m i n a t i o n s  which we make in  c o s t  c l a s s i f i c a t i o n ,
a l l o c a t i o n ,  and r a t e  d e s i g n  d e c i s i o n s .  The Commission may, in  
the e x e r c i s e  of  i t s  d i s c r e t i o n ,  choose  one methodology  out  o f  
s e v e r a l  a l t e r n a t i v e  c o s t  c l a s s i f i c a t i o n  m e t h o d o l o g i e s ,  a l l  o f  
which may g e n e r a t e  j u s t  and r e a s o n a b l e  r a t e s  under  a s u b s t a n t i a l  
e v i d e n c e  s t a n d a r d .  FPC v .  Hope N a t u r a l  Gas C o . , 320 U . S .  59 1  
( 1944 ) ;  FPC v .  N a t u r a l  Gas P i p e l i n e  C o . , 3 1 5  U . S .. 575 ( 1 9 4 2 ) ;  
Permian B a s i n  Area Rate  C a s e s , s u p r a ; Compare, F u e l s  Re s e ar c h  
C o u n c i l ,  I n c ,  v .  FPC, 374 F . 2 d  842 ( 7 t h  C i r .  1967)  (Commission 
methodo logy  which c l a s s i f i e s  a lmo st  a l l  f i x e d  c o s t s  to the 
demand component i s  approved)  w i th  A labama-Tennessee  N a t u r a l  
Gas Co.  v .  FPC, 203 F . 2d  494 ( 3 rd  C i r .  1952 )  (Commission metho- 
d o l o g y  which c l a s s i f i e s  a l l  f i x e d  c o s t s  to  the  commodity component 
i s  a p p r o v e d ) .  The Commission need n o t ,  however ,  n e c e s s a r i l y  
f i r s t  f i n d  a p o t e n t i a l  e l ement  o f  a p i p e l i n e  r a t e  d e t e r m i n a t i o n ,  
the p r e e x i s t i n g  c o s t  c l a s s i f i c a t i o n  m eth od o l og y ,  u n j u s t  and 
u n r e a s o n a b l e  and,  t h u s ,  c e r e m o n i o u s l y  i n t e r  i t .  To re a d  t h a t  
r e q u i r e m e n t  i n t o  our  d e c i s i o n s  would tend to o s s i f y  the  c o s t  
c l a s s i f i c a t i o n ,  a l l o c a t i o n ,  and r a t e  d e s i g n  p r o c e s s  a t  a t ime 
when f l e x i b i l i t y ,  judgment ,  and i n n o v a t i v e  s o l u t i o n s  to  r a p i d l y  
chang ing  c o n d i t i o n s  and c o s t s  in the n a t u r a l  gas  i n d u s t r y  a r e  
p a r t i c u l a r l y  i m p o r t a n t .  S e e , United  Gas P ipe  L ine  Co.  v .  FERC,
649 F . 2d 1 1 1 0  ( 5 t h  C i r .  1 9 8 1 ) .
(2)  The i n i t i a l  d e c i s i o n  t a k e s  the p o s i t i o n  t h a t  a d e p a r ­
t u r e  from the Seaboard  formula  cannot  be j u s t i f i e d .  I t  f o c u s e s  
p r i m a r i l y  on peak p e r i o d  d e l i v e r i e s  in de t e r m i n i n g  t h a t  the 
Texas  Gas system was not u n d e r u t i l i z e d  and t h a t  the demand 
component o f  r a t e s  had not  d e c l i n e d  in importance r e l a t i v e  to 
the commodity component.  In the  A L J ' s  v i e w ,  p i p e l i n e  c a p a c i t y ,  
not g a s  s u p p l y ,  was a l i m i t i n g  f a c t o r  on peak days  3 / ;  and,  
t h u s ,  the demand f u n c t i o n  r e s e r v a t i o n  of  c a p a c i t y  f o r  d e l i v e r y
3/ The i n i t i a l  d e c i s i o n  c o r r e c t l y  c o n c lu d e s  t h a t  the Texas  Gas 
sys tem i s  not  u n d e r u t i l i z e d  on day s  o f  maximum n a t u r a l  gas
d e l i v e r i e s  to  the  e x t e n t  t h a t  would j u s t i f y  s h i f t i n g  a 
g r e a t e r  p e r c e n t a g e  o f  f i x e d  c o s t s  from the demand commodity 
to the commodity component.  Compare, Opinion No. 6 7 1 ,  
i n f r a  (peak day u n d e r u t i l i z a t i o n  o f  17  p e r c e n t ) .  The 
i n i t i a l  d e c i s i o n  noted t h a t  the  d i s c r e p a n c y  between peak 
day d e l i v e r i e s  and a g g r e g a t e  c o n t r a c t  demands was e x p l a i n e d  
by the  f a c t  t h a t  the maximum demands o f  Texa s  Gas '  cus tomers  
were n o n - c o i n c i d e n t ,  t h a t  "w o r s t  c a s e "  c o n t r a c t  demands were




o f  a maximum f i r m  q u a n t i t y  o f  n a t u r a l  g a s )  was e q u a l  in  impor tance  
to the  commodity f u n c t i o n  ( a c t u a l  d e l i v e r i e s  o f  n a t u r a l  g a s  
volumes)  in d e t e r m i n i n g  how th e  f i x e d  c o s t s  s h o u l d  be c l a s s i f i e d .
In f o c u s i n g  on peak day  d e l i v e r i e s  and u t i l i z a t i o n  o f  the  
s y s t e m ,  t he  i n i t i a l  d e c i s i o n  p l a c e s  g r e a t e r  e m ph as i s  on t h i s  
f a c t o r  than we b e l i e v e  i s  w a r r a n t e d  and t e n d s  to  assume t h a t  
the ab se n ce  o f  peak day  c u r t a i l m e n t ,  s t a n d i n g  a l o n e ,  p r e c l u d e s
3 /  ( F o o t n o t e  c o n t i n u e d  from p r e v i o u s  p a g e . )
s u b m i t t e d  by many o f  T e x a s  Ga s '  c u s t o m e r s ,  and t h a t  the  
r a t c h e t e d  b i l l i n g  demand p r o v i s i o n s  o f  T e x a s  Gas '  t a r i f f  
c r e a t e d  an i n c e n t i v e  f o r  c u s to m e r s  to  keep peak demand a t
o r  be low 95 p e r c e n t  o f  c o n t r a c t  demand.  None o f  t h e s e  
f a c t o r s  i n d i c a t e  an e r o s i o n  o f  the demand component.  These  
f a c t o r s  a l l  r e f l e c t  the  e x i s t e n c e  o f  r e s e r v e d  c a p a c i t y  
( i . e . ,  c a p a c i t y  which i s  r e s e r v e d  by the  c u s to m e r s  but  
which i s  r e l e a s e d  or  not  demanded by the  c u s to m e r s  on day s  
o f  maximum g a s  d e l i v e r i e s ) .  R e s e r v e d  c a p a c i t y  i s  c o n s i s t e n t  
w i t h  the  S e a bo ar d  fo r m u la  and w i t h  a v i a b l e  demand c h a r g e .
Whi le  no peak day  u n d e r u t i l i z a t i o n  h a s  been shown 
which would s u p p o r t  a s h i f t  f r om the  S e a b o a r d  f o r m u l a ,  we 
cannot  a g r e e  w i th  the  i n i t i a l  d e c i s i o n  t h a t  " g e n e r a l  economic 
c o n d i t i o n s " and " g a s  c o n s e r v a t i o n "  a r e  a l s o  e v e n t s  which 
r e f l e c t  " r e s e r v e d  c a p a c i t y "  and which s u p p o r t  the Se ab oar d  
f o r m u l a .  As the r e c o r d  shows ,  t h e r e  i s  an e l u s i v e ,  but  
c r i t i c a l  d i s t i n c t i o n  between " e x c e s s  c a p a c i t y "  ( c a p a c i t y  
which i s  r e s e r v e d  but  which can not  be used by the  c u s to m e r s )  
and " r e s e r v e d  c a p a c i t y "  ( T r .  R - 3 0 4 ,  R - 3 0 8 - 0 9 ) .  In the 
words o f  Opinion No. 6 7 1 ,  i n f r a , " g e n e r a l  economic c o n d i -  
 t i o n s "  and " g a s  c o n s e r v a t i o n "  may be e v e n t s  w hic h ,  l i k e  
peak day  g a s  s u p p l y  c u r t a i l m e n t ,  i n d i c a t e  " u n a n t i c i p a t e d  
unused* c a p a c i t y  ( i . e . ,  e x c e s s  c a p a c i t y ) .
On t h i s  r e c o r d ,  the  " r e s e r v e d  c a p a c i t y , "  which d e f i n i t e l y  
e x i s t s ,  cannot  be s e p a r a t e d  from the  " e x c e s s  c a p a c i t y , "  i f  
an y .  More i m p o r t a n t l y ,  t h e r e  i s  no b a s i s  f o r  c o n c l u d i n g  
t h a t  the  impact  o f  " g e n e r a l  economic c o n d i t i o n s "  and " g a s  
c o n s e r v a t i o n "  s u p p o r t s  o r  r e f u t e s ,  and to  what  e x t e n t ,  a 
f i n d i n g  o f  " e x c e s s  c a p a c i t y "  and the c o n t i n u e d  v a l i d i t y  o f  
the  Sea boa rd  f o r m u l a .  S e e , n . 1 4 ,  i n f r a .
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a Commission d e c i s i o n  d e p a r t i n g  from the Seaboard  f o r m u la .
The c o u r t  o f  a p p e a l s '  o p i n i o n  i n d i c a t e s  t h a t  the  absence  o f  
peak day  c u r t a i l m e n t  and u n d e r u t i l i z a t i o n ,  w h i l e  e x t r e m e l y  
i m p o r t a n t ,  i s  not  n e c e s s a r i l y  d e t e r m i n a t i v e  and t h a t  a metho­
d o l o g y ,  o t h e r  than the  Seaboard  f o r m u l a ,  might  s t i l l  be p r o p e r
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when o t h e r f a c t s  a r e cons  id e r e d . Add i t i o n a l  d i s c u s s i o n of
t h i s i s s u e i s ,  t h u s , r e q u i r e d .
T h i s  d i s c u s s i o n i s  p a r t i c u l a r l y impor ta nt  because o f
d i f f e r e n c e s be tween the  United sys te m and the Texas  Gas s y s t e m .
In the Uni ted  c a s e  4 / ,  the  Commission c l a s s i f i e d  25 p e r c e n t  
o f  the f i x e d  c o s t s  to  the demand component.  (Use o f  the Uni ted 
methodo logy  has i t s  p r o po n e nt s  in t h i s  p r o c e e d i n g .  Inde ed ,  an 
e a r l i e r  Commission adopted Uni ted in t h i s  c a s e .  T exa s  Gas 
T r a n s m i s s i o n  C o r p . , Opinion No. 7 92 ,  Docket  No. R P 7 5 - 1 9 ,
313 F . P . C . 16 5  ( 1 9 7 7  ) . )  The Commission focus ed  on both peak 
day and annual  c u r t a i l m e n t  in a s s e s s i n g  the  cont inue d  v i t a l i t y  
of  the demand component,  in p a r t ,  beca use  c o s t s  c l a s s i f i e d  to 
the  demand component were then a l l o c a t e d  among cus tomers  on 
two s e p a r a b l e  b a s e s .  F i r s t ,  demand c o s t s  were a l l o c a t e d  
between j u r i s d i c t i o n a l ,  s a l e  f o r  r e s a l e  cus tomers  and non- 
j u r i s d i c t i o n a l , d i r e c t  s a l e  cus tome rs  on the b a s i s  of  peak 
p e r i o d  s a l e s .  Second ,  demand c o s t s  were a l l o c a t e d  among j u r i s ­
d i c t i o n a l ,  s a l e  f o r  r e s a l e  cus tomers  on the  b a s i s  o f  c o n t r a c t  
demands.  On the Texas  Gas s y s t e m ,  the  v i r t u a l  absence  o f  
n o n - j u r i s d i c t i o n a l , d i r e c t  s a l e  cus tomers  (which a r e  a l l o c a t e d  
demand c o s t s  on the b a s i s  o f  peak p e r i o d  s a l e s )  r e q u i r e s  a 
more s e l e c t i v e  a n a l y s i s ,  an a n a l y s i s  which r e c o g n i z e s  t h a t  the  
ab se n ce  o f  peak day c u r t a i l m e n t  may not  be as  s i g n i f i c a n t  
where v i r t u a l l y  a l l  cus tomers  a r e  j u r i s d i c t i o n a l ,  s a l e  f o r  
r e s a l e  cus tomers  whose a l l o c a t i o n  o f  demand c o s t s  i s  governed  
by c o n t r a c t  demands.  5 /  Thus,  the argument t h a t  the absence  
o f  peak day c u r t a i l m e n t  i s  not d i s p o s i t i v e  i s  p r o p e r l y  grounded 
on a f a c t u a l  d i f f e r e n c e  between the United  system and the 
T e x a s  Gas s y s t e m .
On e x c e p t i o n s  Memphis L i g h t ,  Gas & Water D i v i s i o n  (Memphis) 
a r g u e s  t h a t  the United methodology  i s  p r o p e r ,  n o t w i t h s t a n d i n g  
the absen ce  o f  both peak day c u r t a i l m e n t  and peak day under­
u t i l i z a t i o n .  As Memphis p o i n t s  o u t ,  the c o n t r a c t  demands o f
4/ Opinion No. 6 7 1 ,  Uni ted Gas P ipe  L ine  C o . ,  Docket  No.
RP72-75  (Phase  I I ) ,  50 F . P . C .  1348  ( 1 9 7 3  ) ,  r e h e a r i n g  den ied  , 
Opinion No. 6 7 1 - A ,  Uni ted Gas P ipe  L ine  Company, Docket  
No. RP72-75  (Phase  I I ) ,  5 1  F . P . C .  1 0 1 4  ( 1 9 7 4 ) ,  a f f ' d  sub 
nom.,  C o n s o l i d a t e d  Gas Su p p ly  Corp.  v .  FPC, 520 F .2d  1 1 7 6  
TDTC. C i r . 1 9 7 6 ) .
5/ T h i s  p o t e n t i a l l y  s i g n i f i c a n t  d i f f e r e n c e  was r e c o g n i z e d  by 
the c o u r t  o f  a p p e a l s  in t h i s  p r o c e e d i n g .  Columbia Gas 
T r a n s m i s s i o n  Corp .  v .  FERC, 628 F .2d  a t  586,  n . 3 5 .
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T e xa s  Gas '  c u s to m e r s  r e p r e s e n t  the  r i g h t  to  t ake  up to a maximum 
q u a n t i t y  o f  n a t u r a l  g a s  —  each and e v e r y  day o f  the  y e a r  — 
s u b j e c t  o n l y  to sys tem  d e s i g n  l i m i t a t i o n s  on an annual  b a s i s .  
A c c o r d i n g  to  Memphis,  an nua l  and s e a s o n a l  c u r t a i l m e n t  on the 
T e xa s  Gas sys tem  has  v i r t u a l l y  d e s t r o y e d  the  v a l u e  o f  the 
demand component o f  r a t e s  by l i m i t i n g  the number o f  days  when 
a cus tom er  can ta ke  f u l l  c o n t r a c t  demand q u a n t i t i e s .  Under­
u t i l i z a t i o n  o f  the  sy s t em  on an an n u a l  b a s i s ,  beca use  o f  c u r t a i l ­
ment ,  i s  the  s i n g l e  most  im po r t an t  f a c t o r  i n d i c a t i n g  the  e r o s i o n  
o f  the demand component o f  r a t e s .
Under Memphis'  a n a l y s i s  the c u r r e n t  ab se n ce  o f  annual  c u r ­
t a i l m e n t  becomes an e v e n t  o f  l i t t l e  o r  no s i g n i f i c a n c e .  P a s t  
c u r t a i l m e n t  has  r e s u l t e d  in  a sy s tem which i s  d e l i v e r i n g  r e ­
duced volumes  o f  n a t u r a l  g as  compared to p r e c u r t a i l m e n t  l e v e l s ;  
and the f a c t  t h a t  the  market  i s  no l o n g e r  s u p p l y  c o n s t r a i n e d ,  
which i s  a l l  t h a t  the  ab sen ce  o f  an nua l  o r  s e a s o n a l  c u r t a i l m e n t  
i n d i c a t e s ,  does  not a l t e r  the  f a c t  t h a t  many y e a r s  o f  c u r t a i l ­
ment have l e f t  a sy s tem which i s  u n d e r u t i l i z e d  on an annua l  
b a s i s .
We can a g r e e  w i t h  m o st ,  i f  not  a l l ,  o f  t h i s  a n a l y s i s ,  a s  
f a r  as  i t  g o e s ;  b u t ,  when the a n a l y s i s  i s  tempered by o t h e r  
f a c t o r s ,  we cannot  co n c lu de  t h a t  a c a s e  f o r  d e p a r t i n g  from the  
Se ab oar d  fo r m u la  has  been made. True i t  i s  t h a t  a c u s t o m e r ' s  
c o n t r a c t  demand was im po r t an t  each and e v e r y  day  o f  the y e a r ,  
p r i o r  t o  the  advent  o f  c u r t a i l m e n t ,  and t h a t  a n n ua l  c u r t a i l m e n t  
was the  r e s u l t  o f  T e x a s  Gas '  i n a b i l i t y  to a s s u r e  d e l i v e r y  o f  
t h a t  q u a n t i t y  o f  n a t u r a l  g as  each and e v e r y  day  o f  the  y e a r  
w i t h i n  sys tem d e s i g n  l i m i t a t i o n s .  However,  d u r i n g  the  1 9 7 0 ' s ,  
the e f f e c t  o f  Te xa s  Gas '  end use c u r t a i l m e n t  p l a n  was to  s h i f t  
i n c r e a s i n g l y  g r e a t e r  d e l i v e r i e s  from o f f - p e a k  p e r i o d s  to  peak 
p e r i o d s  (when p i p e l i n e  c a p a c i t y ,  not  g a s  s u p p l y ,  remained a 
l i m i t i n g  f a c t o r )  and to  en co u ra g e  the e x p a n s i o n  o f  s t o r a g e  
f i e l d s  by T e xa s  Ga s .  6/  Cost  c l a s s i f i c a t i o n  i s  d e s i g n e d  to
6/ Memphis and,  to  a l e s s e r  e x t e n t ,  Commission s t a f f  a rgue  
t h a t  the e x p a n s i o n  o f  s t o r a g e  a l l o w e d  the s h i f t  o f  de­
c l i n i n g  n a t u r a l  g a s  s u p p l i e s  on an annual  b a s i s  from o f f -  
peak to  peak p e r i o d s  and e l i m i n a t e d  the  peak day c u r t a i l m e n t  
which o t h e r w i s e  would have o c c u r r e d .  The Te xa s  Gas sy s t e m ,  
under t h i s  a n a l y s i s ,  becomes i n d i s t i n g u i s h a b l e  from the 
United  sy s t e m  b e ca us e  peak day  c u r t a i l m e n t  would have 
o c c u r r e d  i f  the  s t o r a g e  f i e l d s  o f  T e xa s  Gas had not  been 
e x p a n d e d .
( F o o t n o t e  c on t i n ue d  on next  p a g e . )
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r e s o l v e  the i s s u e  o f  the r e l a t i v e  importance  o f  the demand 
component ( r e s e r v a t i o n  o f  c a p a c i t y  f o r  s e r v i c e  up to a maximum 
s p e c i f i e d  q u a n t i t y  o f  n a t u r a l  g as )  and the commodity component 
( a c t u a l  d e l i v e r i e s  o v e r  a s p e c i f i e d  p e r i o d )  f o r  p u r p o se s  o f  
a s s e s s i n g  f i x e d  c o s t  r e s p o n s i b i l i t y .  7 /  C u r t a i l m e n t  o b v i o u s l y  
a f f e c t e d  both the demand component and the commodity component.  
N o t w i t h s t a n d i n g  t h i s  impact  on both the demand and commodity 
components ,  T e xa s  Gas '  cus tom er s  did r e t a i n  the r i g h t  to c a l l  
f o r  up to the c o n t r a c t  demand q u a n t i t y  o f  n a t u r a l  gas  a t  a l l  
t i m e s  d u r in g  c u r t a i l m e n t ,  a l b e i t  w i t h i n  s e a s o n a l  and annual  
d e l i v e r y  l i m i t a t i o n s ;  and Te xa s  Gas was a b le  to  meet those  
demands.  Moreover ,  end use c u r t a i l m e n t  p l a n s  s h i f t e d  d e l i v e r i e s  
from o f f - p e a k  to peak p e r i o d s ,  a s h i f t  which r e i n f o r c e d  the 
c on t i nue d  r e l a t i v e  importance of  the demand component o f  p i p e ­
l i n e  r a t e s .  For  t h e s e  r e a s o n s ,  we cannot  conclude  t h a t  the 
demand component has  d e c l i n e d  in s i g n i f i c a n c e  so as to j u s t i f y  
s h i f t i n g  more than 50 p e r c e n t  of  the f i x e d  c o s t s  to the commodity 
component .
Nor can we a g r e e  w i t h  the r e l a t e d  argument t h a t  the  c u r r e n t  
an nua l  u n d e r u t i l i z a t i o n  o f  Texa s  Gas '  s y s t e m ,  as  measured by 
annua l  s a l e s  compared to p r e - c u r t a i l m e n t  l e v e l s ,  i s  a f a c t o r  
which ,  s t a n d i n g  a l o n e ,  would s u p p o r t  a c o n c l u s i o n  t h a t  the 
demand component has l o s t  i t s  s i g n i f i c a n c e .  Nothing in  the 
Com mi ss i on ' s  d e c i s i o n s  s u g g e s t  t h a t  the  v i t a l i t y  o f  the  Seaboard 
formula  should  be o r  was c o n s t a n t l y  r e a s s e s s e d  in l i g h t  o f  
f l u c t u a t i o n s  in annua l  s a l e s ,  which r e f l e c t e d  changing  l e v e l s  
of  u t i l i z a t i o n  by cus tom er s  o f  c o n t r a c t  demand. Even i f  the 
r e d u c t i o n  in annual  s a l e s  a l o n e ,  compared to p r e - c u r t a i l m e n t  
l e v e l s ,  were s i g n i f i c a n t ,  the cont inued r e l a t i v e  impor tance of  
the demand component,  compared to the commodity component,
 shou ld  be emphas ized and cou ld  outwe igh t h i s  f a c t o r .
6/ (F o o t n o t e  c on t i n ue d  from p r e v i o u s  p a g e . )
I t  i s  p r e c i s e l y  because  s t o r a g e  f i e l d s  were expanded,  
d e l i v e r i e s  were s h i f t e d  to w i n t e r  p e r i o d s ,  and peak day 
c u r t a i l m e n t  did not o cc u r  t h a t  t h i s  argument f a i l s .  The 
c u r t a i l m e n t  p l an  d i c t a t e d  t h a t  t e m per a t ure  s e n s i t i v e  and 
h igh  p r i o r i t y  r e q u i r e m e n t s ,  t r a d i t i o n a l l y  a s s o c i a t e d  with 
peak p e r i o d  d e l i v e r i e s ,  would be se r v e d  and t h a t  Texas  Gas '
cus tomers  would be a l lo w e d  to o b t a i n  f u l l  c o n t r a c t  q u a n t i t i e s  
w i t h i n  s e a s o n a l  and annual  d e l i v e r y  l i m i t a t i o n s .  Texa s  Gas 
took s t e p s  to  a s s u r e  t h a t  t h e se  commitments cou ld  be met .  
These  c o n s i d e r a t i o n s  h a r d l y  supp or t  an a n a lo g y  to the 
Uni ted system o r  a c o n c l u s i o n  t h a t  the Seaboard methodology  
i s  i n a p p r o p r i a t e .  Compare, C o n s o l i d a t e d  Gas Supp ly  Corp.  v .  
FPC, 520 F .2d a t  1 1 8 6 - 8 7 ,  n . 6 1 .
7 /  Columbia Gas T r a n s m i s s i o n  Corp.  v .  FERC, 628 F .2d  a t  590.
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In any e v e n t ,  the  a b s e n c e  o f  annua l  o r  s e a s o n a l  c u r t a i l ­
ment,  o r  any  o t h e r  l i m i t a t i o n  on the c u s t o m e r s '  r i g h t  to  demand 
volumes  o f  n a t u r a l  g a s  up to the  c o n t r a c t  demand q u a n t i t y ,  i s  
a key c o n s i d e r a t i o n  which s u p p o r t s  a d e t e r m i n a t i o n  t h a t  the  
c o n d i t i o n s  which d i c t a t e d  the  use  o f  the  Se ab o ar d  fo rmu la  
f o r  o v e r  20 y e a r s  on the T e x a s  Gas sy s t e m  a r e  p r e s e n t  on t h i s  
r e c o r d .  The C o m m i s s i o n ' s  r e s p o n s e  to  a m a r k e t  which i s  not  
c o n s t r a i n e d  by g a s  s u p p l y  has  been d i f f e r e n t  than i t s  r e s p o n s e  
to a m a r k e t  which i s  so c o n s t r a i n e d .  Compare-, F u e l s  R e s e a r c h  
C o u n c i l ,  I n c ,  v .  FPC, s u p r a , w i t h  C o n s o l i d a t e d  Gas S u p p l y  Corp .  
v .  FPC, s u p r a . Thus ,  w h i l e  the  an n ua l  u n d e r u t i l i z a t i o n  o f  the 
sys tem which r e s u l t e d  from p a s t  c u r t a i l m e n t  r e f l e c t s  an e r o s i o n  
o f  the demand c h a r g e ,  the  a b s e n c e  o f  c u r t a i l m e n t  a t  p r e s e n t  i s  
a t  l e a s t  a s  s i g n i f i c a n t .  Te xa s  Gas sho u ld  be a l l o w e d  to i n c r e a s e  
the  u t i l i z a t i o n  o f  i t s  s y s t e m .  The Sea bo ar d  fo rm ula  f a c i l i t a t e s  
i n c r e a s e d  u t i l i z a t i o n  on an an n ua l  b a s i s  o f  a p i p e l i n e ' s  s y s t e m .
(3)  The i n i t i a l  d e c i s i o n  r e j e c t e d  Commiss ion s t a f f ' s  
argument  t h a t  the p a t t e r n  and n a t u r e  o f  c a p i t a l  e x p e n d i t u r e s  
f o r  p l a n t  a d d i t i o n s  on the  T e xa s  Gas sy s t em  in  r e c e n t  y e a r s  
s u p p o r t s  the  c o n c l u s i o n  t h a t  g r e a t e r  em phas i s  sh o u ld  be p l a c e d  
on the commodity component o f  p i p e l i n e  r a t e s .  That  d e c i s i o n  
i s  c o r r e c t .
Even i f  Commission s t a f f ' s  a n a l y s i s  were p r o p e r ,  i t  would 
o n l y  p r o v i d e  a s o l u t i o n  to the  problem o f  how to  c l a s s i f y  the  
f i x e d  c o s t s  a s s o c i a t e d  w i t h  the  a d d i t i o n s  to T e xa s  Gas '  p l a n t .
No c o n c l u s i o n  cou ld  be drawn c o n c e r n i n g  w he th er  t h a t  same c o s t  
c l a s s i f i c a t i o n  would be p r o p e r  f o r  T e x a s  Gas '  r e m ai n in g  t r a n s ­
m i s s i o n  and s t o r a g e  p l a n t  o r  whether  the p r o p e r  c o s t  c l a s s i f i ­
c a t i o n  f o r  the  r e m ai n in g  t r a n s m i s s i o n  and s t o r a g e  p l a n t  would 
r e s u l t  in a c o s t  c l a s s i f i c a t i o n  f o r  a l l  t r a n s m i s s i o n  and s t o r a g e  
p l a n t  which would be any d i f f e r e n t  than the Se ab oar d  c o s t  c l a s s ­
i f i c a t i o n  m e t h od o l og y .  Commission s t a f f ' s  a n a l y s i s , t h u s ,  a l s o  
f a i l s  b e c a u s e  i t  i s  i n c o m p l e t e ,  and as  such can not  p r o v i d e  the  
s u b s t a n t i a l  e v i d e n c e  needed to adopt  the a n a l y s i s  o f  Commission 
s t a f f .
For  t h i s  r e a s o n  and b e ca u se  the i n i t i a l  d e c i s i o n  c o n c l u d e s  
t h a t  the f i x e d  c o s t s  o f  Texas  Gas '  p l a n t  a d d i t i o n s  shou ld  be 
c l a s s i f i e d  e q u a l l y  to  the demand component and the  commodity 
component o f  r a t e s ,  we a f f i r m  the  i n i t i a l  d e c i s i o n ' s  a n a l y s i s  
o f  t h i s  i s s u e .
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(4) The i n i t i a l  d e c i s i o n  a l s o  r e j e c t e d  Commission s t a f f ' s  
a n a l y s i s  t h a t  a change from the Seaboard  formula  to the United 
formula  was r e q u i r e d  be ca us e  p a r t s  o f  the p i p e l i n e  system were 
u n d e r u t i l i z e d  on a peak da y .  Once a g a i n  an a n a l y s i s  which 
f o c u s e s  on p a r t  o f  an i n t e g r a t e d  system i s  i n s u f f i c i e n t .  I t  i s  
the  u t i l i z a t i o n  of  the e n t i r e  sys tem in  s u p p o r t  o f  d e l i v e r i e s  
to a p i p e l i n e ' s  cus tome rs  which d e t e r m i n e s  the e x t e n t  to which 
the f i x e d  c o s t s  should  be c l a s s i f i e d  to the demand component 
o r  to the commodity component.  D e l i v e r i e s ,  and the  p a t t e r n  o f  
d e l i v e r i e s ,  to cus tom er s  on a peak da y ,  s e a s o n a l ,  or  annua l  
b a s i s  a r e  the  key c o n s i d e r a t i o n s  in d e t e r m i n i n g  how c o s t s  should  
be r e c o v e r e d  from the  p i p e l i n e ' s  c u s t o m e r s .  As d i s c u s s e d  above ,  
the u t i l i z a t i o n  o f  the Texa s  Gas system s u p p o r t s  the c o n c l u s i o n  
t h a t ,  based on the r e c o r d  b e f o r e  u s ,  the Seaboard  formula  
c o n t i n u e s  to p r o p e r l y  r e f l e c t  the r e l a t i v e  importance o f  the 
demand component and the commodity component f o r  p u r po se s  o f  
c l a s s i f y i n g  the  f i x e d  c o s t s  o f  t r a n s m i s s i o n  and s t o r a g e  f a c i l i ­
t i e s .
(5)  The i n i t i a l  d e c i s i o n  c o n c l u d e s ,  and we a g r e e ,  t h a t  a 
change from the Seaboard  formula  to the Uni ted  formula  cannot  
be su ppor ted  f o r  the p e r i o d  in q u e s t i o n  by any o f  t h r e e  s u g g e s t e d  
g r o u n d s :  ( 1 )  the  change would d i s c o u r a g e  i n d u s t r i a l  use  and
s a l e s ,  (2) the change would encourage  more e f f i c i e n t  use o f  
s c a r c e  n a t u r a l  g a s  s u p p l i e s ,  o r  (3) the  change i s  c o n s i s t e n t  
w i th  economic p r i n c i p l e s  and m a r g i n a l  c o s t  p r i c i n g  c o n c e p t s .
8/  We b e g i n  w i th  a d i s c u s s i o n  o f  economic and m a r g i n a l  c o s t  
p r i c i n g  p r i n c i p l e s  which p r e s e n t  the most  s i g n i f i c a n t  i s s u e s .
8/ In a d d r e s s i n g  t h e s e  g r o u n d s ,  the i n i t i a l  d e c i s i o n  s t a t e s  
t h a t  sy stemwide  a v e r a g e  o r  u n i t  r a t e s  ( a l l  c o s t s  in  the 
c o s t  o f  s e r v i c e  d i v i d e d  by t o t a l  volumes)  on the Texas  Gas 
sys tem would not be a f f e c t e d  by a change from Seaboard  to 
U n i t e d . Cos t  c l a s s i f i c a t i o n ,  a l l o c a t i o n  and r a t e  d e s i g n  
does  not  change the t o t a l  c o s t  o f  s e r v i c e .
Our concern  w i t h  the 
or  u n i t  r a t e s  in  the i n i t  
u l t i m a t e l y  cannot  be s qua 
Changes in the p e r c e n t a g e  
commodity component o f  r a  
modi ty  c h a r g e .  The Commi 
r e c o g n i z e d  the impor tance  
m arg in ,  on p i p e l i n e  n a t u r  
Supp ly  Corp .  v .  FPC, 520
emphas i s  on systemwide  a v e r ag e  
i a l  d e c i s i o n  i s  t h a t  t h a t  a n a l y s i s  
red wi th  Commission p r e c e d e n t .
of  f i x e d  c o s t s  c l a s s i f i e d  to the 
t e s  a f f e c t  the l e v e l  o f  the com- 
s s i o n  and the c o u r t s  have u n i f o r m l y  
of  the commodity c h a r g e ,  a t  the 
a l  gas  s a l e s .  C o n s o l i d a t e d  Gas
F . 2d a t  1 1 8 0 - 8 1  , 1 1 8 6  .
I - 3 4
w y
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As t h i s  r e c o r d  i n d i c a t e s ,  the  a p p l i c a t i o n  o f  m a r g i n a l  c o s t  
(o r  i n c r e m e n t a l  c o s t )  p r i c i n g  to the T e x a s  Gas sys tem would 
r e q u i r e  an a n a l y s i s  o f  the  c o s t  o f  p r o v i d i n g  an a d d i t i o n a l  
u n i t  o r  u n i t s  o f  o u t p u t  o r  the  c o s t  s a v i n g s  r e a l i z e d  by p r o du c in g  
one l e s s  u n i t  o f  o u t p u t .  9/  M a r g i n a l  c o s t  p r i c i n g  i s  d e s i g n e d  
to  m a x i m i z e  consumer  w e l l - b e i n g  and o p t i m i z e  use  o f  s o c i e t y ' s  
l i m i t e d  r e s o u r c e s .  A m a r g i n a l  c o s t  a n a l y s i s  f o r  a p i p e l i n e  
would r e q u i r e  the  d e r i v a t i o n  o f  m a r g i n a l  c a p a c i t y  c o s t s  and 
m a r g i n a l  commodity c o s t s ,  s i n c e  i t  i s  r e c o g n i z e d  t h a t  a p i p e l i n e  
p r o v i d e s  two goods  (a s e r v i c e  and the a b i l i t y  to  d e l i v e r  the 
s e r v i c e ) ;  and t h e s e  m a r g i n a l  c o s t s  would have to be d e r i v e d  
f o r  peak and o f f - p e a k  p e r i o d s .  1 0 /  P r o p e r l y  v i e w e d ,  m a r g i n a l
9/ Prob le ms  w i t h  the  a p p l i c a t i o n  o f  m a r g i n a l  c o s t  p r i c i n g
i n c l u d e  the s p e c i f i c a t i o n  o f  the p e r i o d  o f  t ime ( l ong  run 
o r  s h o r t  ru n ,  o f f - p e a k  o r  p e a k ) ,  the  s p e c i f i c a t i o n  o f  the  
i n c r e m e n t a l  b l o c k  o f  o u t p u t ,  and the i d e n t i f i c a t i o n  o f  
m a r g i n a l  c o s t s  where a l a r g e  p e r c e n t a g e  o f  c o s t s  a r e  
common to d i f f e r e n t  g roup s  o f  u s e r s  ( T r .  R - 8 0 ) .  The 
p e a k / o f f - p e a k  problem and the  a n a l y s i s  o f  common c o s t s  
a r e  the  most s i g n i f i c a n t  prob lems w i th  the  a p p l i c a t i o n  o f  
m a r g i n a l  c o s t  p r i c i n g  p r i n c i p l e s ;  and i t  i s  t h e s e  prob lems  
which a r e  a l s o  p r e s e n t  under  a v e r a g e  c o s t  ra t e m a k i n g  and 
which a r e  the  e s s e n c e  o f  the  c o s t  c l a s s i f i c a t i o n ,  a l l o c a ­
t i o n ,  and r a t e  d e s i g n  p r o c e s s .  M a r g i n a l  c o s t  p r i c i n g ,  
t h u s ,  does  not  e l i m i n a t e  the  need to a d d r e s s  the  i s s u e s  
p r e s e n t e d  in  t h i s  c a s e .
1 0 /  The d i s c u s s i o n  o f  the economic l i t e r a t u r e  in the r e c o r d  
s u g g e s t s  t h a t  peak p e r i o d  u s e r s  shou ld  pay a l l  c a p a c i t y  
c o s t s  ( m a r g i n a l  c a p a c i t y  c o s t s )  b e c a u s e  the same amount 
o f  c a p a c i t y  would have been c o n s t r u c t e d ,  even i f  the o f f -  
peak demand were e l i m i n a t e d  ( T r .  R - 1 2 3 - 2 4 ) .  Peak u s e r s  
" c a u s e d "  the  c o s t s  to  be i n c u r r e d  and,  t h u s ,  shou ld  be 
" r e s p o n s i b l e "  f o r  the  c o s t s .  The a l l o c a t i o n  o f  f i x e d  c o s t s  
c l a s s i f i e d  to the demand c h a r g e ,  based  on the  maximum 
amount o f  c a p a c i t y  r e s e r v e d  by c u s t o m e r s ,  a c c o m p l i s h e s  
p r e c i s e l y  t h a t  r e s u l t  ( a l b e i t  on an a v e r a g e  o r  an a c c o u n t i n g  
c o s t  b a s i s )  but  o n l y  f o r  t h a t  p e r c e n t a g e  o f  the f i x e d  c o s t s  
which a r e  so c l a s s i f i e d .
We b e l i e v e ,  however ,  t h a t  i t  can a l s o  be argued t h a t ,  
i f  the peak demand were e l i m i n a t e d ,  o f f - p e a k  u s e r s  would 
be r e q u i r e d  to  pay a l l  the  c o s t s  o f  the  c a p a c i t y  r e q u i r e d
(F o o t n o t e  c o n t i n u e d  on nex t  p a g e . )
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c o s t  p r i c i n g  i s  an a l t e r n a t i v e  to ra temaking  on the b a s i s  of  
a v e r a g e  o r  a c c o u n t i n g  c o s t s ,  FPC v . Hope N a t u r a l  Gas C o . ,  
s u p r a ; Permian B a s i n  Area Rate  C a s e s , 390 U . S .  747 ( 1 9 6 7 ) ;  o r  
a g u i d e l i n e  a g a i n s t  which to measure the p r o p r i e t y  and the 
i n c e n t i v e  and d i s i n c e n t i v e  s i g n a l s  o f  r a temaking  on the b a s i s  
o f  a v e r a g e  c o s t s .
No m a r g i n a l  c o s t  a n a l y s i s  has  been performed f o r  the 
Texas  Gas s y s t e m .  Moreover ,  t o t a l  r e v e n u e s  d e r i v e d  from mar­
g i n a l  c o s t  r a t e s  w i l l  be d i f f e r e n t  than the t o t a l  revenue 
r e q u i r e m e n t  o r  c o s t  o f  s e r v i c e  which would be r e c o v e r e d  under 
a v e r a g e  c o s t  r a t e ma k i n g .  As t h i s  r e c or d  i n d i c a t e s ,  you cannot  
use  a r ev en ue  r e q u i r e m e n t  which i s  d i f f e r e n t  than the l e v e l  
g e n e r a t e d  by m a r g i n a l  c o s t  r a t e s  and d e r i v e  m a r g i n a l  c o s t  r a t e s  
( T r .  R - 3 2 5 - 2 6 ) .  1 1 /
I n s o f a r  as t h i s  r e c o r d  does  supp or t  a r e s u l t  based on the 
a p p l i c a t i o n  o f  economic and m a r g i n a l  c o s t  p r i c i n g  p r i n c i p l e s ,  
w i t h i n  the c o n t e x t  o f  t r a d i t i o n a l  demand and commodity r a t e s ,  
t h a t  r e s u l t  i s  S e a b o a r d . C a p a c i t y  i s  a l i m i t i n g  f a c t o r ;  and 
c o s t s  a r e  i n c u r r e d  to m a i n t a i n  e x i s t i n g  c a p a c i t y  (T r .  R - 8 6 ) .  1 2 /
1 0 /  (F o o t n o t e  c on t i n ue d  from p r e v i o u s  p a g e . )
to  meet t h a t  o f f - p e a k  demand ( s e e ,  T r .  R - 8 8 ) .  They " c a u s e d "  
t h a t  amount o f  c a p a c i t y  to be b u i l t .  A c a p a c i t y  ch ar g e  
would be d e r i v e d  on a m a r g i n a l  c o s t  b a s i s ;  and amounts 
would be b i l l e d  on the b a s i s  of  the c u s t o m e r s '  r e s e r v a t i o n  
o f  t h a t  o f f - p e a k  demand.
T h i s  d i s c u s s i o n  
c o s t  p r i n c i p l e s  and e
See n . 9 ,  s u p r a .  I t  i
i m p l i c i t l y  
c o n t e x t  o f  
lems which 
c o s t s  to a 
amount o f
d e a l s  w i th  
demand and 
a re  a t  the 
charge  whi 
ca p a c i t y  r e
o n l y  h i g h l i g h t s  problems wi th  m a r g i n a l  
conomic t h e o r y  which a r e  noted a b o v e . 
s t h e s e  problems which Seaboard 
, however i m p r e c i s e l y ,  in the l i m i t i n g  
commodity c h a r g e s .  I t  i s  t h e s e  prob-  
core  o f  the d e c i s i o n  to c l a s s i f y  f i x e d  
ch i s  not p r e d i c a t e d  on the maximum 
s e r v e d  by a p i p e l i n e ’ s c u s t o m e r s .
11/ T h i s  c o n s i d e r a t i o n  i s  o b v i o u s l y  a c a v e a t  to 
m a r g i n a l  c o s t  p r i c i n g  p r i n c i p l e s ,  not  a bar  
o f  t h e s e  p r i n c i p l e s .
the use o f  
to  the use
12/ Even i f  c a p a c i t y  were 
c a p a c i t y  c o s t s  a s s o c i  
w i n t e r ,  when compared 
rates, based  on margi  
seasonal ( p e a k / o f f - p e  
(Tr. R-88, R - 3 4 7 - 4 8 ) .
not a l i m i t ing
ated wi th se r v i
to the summer,
nal cos t p r i nc i
a k ) d i f f  e ren t  i a
f a c t o r ,  the g r e a t e r  
ng cus tomers  in the 
would s t i l l  su p p o r t  
p i e s ,  which c o n t a i n  
I s  and a demand c ha rg e
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Thus,  both  m a r g i n a l  c a p a c i t y  c o s t s  and m a r g i n a l  commodity c o s t s  
a r e  be in g  i n c u r r e d ;  and r a t e s  shou ld  not  be ba se d  o n l y  on a 
commodity c h a r g e  ( T r .  R - 2 8 0 ) .  The e x i s t e n c e  o f  s t o r a g e  a l s o  
i n d i c a t e s  a s e a s o n a l  d i f f e r e n t i a l  in c a p a c i t y  c o s t s  and in  
m a r g i n a l  c a p a c i t y  c o s t s  which shou ld  be r e f l e c t e d  in  r a t e s .
The Se ab oar d  c o s t  c l a s s i f i c a t i o n  m et hodo logy  i s  more c o n s i s t e n t  
w i t h  the  e x i s t e n c e  o f  s e a s o n a l  d i f f e r e n t i a l s  in  c a p a c i t y  c o s t s  
( T r .  R - 3 2 9 - 3 0 ) .
We a l s o  cannot  j u s t i f y  a change from the  Sea bo ar d  metho-  
d o l o g y  to  the  Uni ted  m et hodo logy  in o r d e r  to  e n c o u r a g e  more 
e f f i c i e n t  use  o f  s c a r c e  n a t u r a l  g a s  s u p p l i e s  o r  to  d i s c o u r a g e  
i n d u s t r i a l  use  and s a l e s .  These  p o l i c y  g ro un ds  a r e  s i m p l y
i n s u f f i c i e n t  in the  a b s t r a c t  to s u p p o r t  a 
c o n c l u s i o n  t h a t  the Sea boa rd  fo rmula  i s  f a  
by an a n a l y s i s  o f  the  s u p p l y  s i t u a t i o n  and 
u t i l i z a t i o n  o f  the  T e xa s  Gas sys tem  and by 
r e l a t i v e  impor tance  o f  the demand componen 
component o f  r a t e s .
change g i v e n  our 
i r  and i s  su p p o r t e d  
the  r o l e  o f  i n d u s t r i a l  
an a n a l y s i s  o f  the 
t  and th e  commodity
We would note  t h a t  the  emphas i s  which has  t r a d i t i o n a l l y  
been p l a c e d  on the  f i x e d  c o s t s  o f  t r a n s m i s s i o n  and s t o r a g e  
f a c i l i t i e s  f o r  p u r p o s e s  o f  a c h i e v i n g  t h e s e  g o a l s  i s  no l o n g e r  
w a r r a n t e d  f o r  the  r e l e v a n t  p e r i o d .  In our  v i e w ,  the r e c o r d  
b e f o r e  us d e m o n s t r a t e s  i n c r e a s e d  emphas is  sho u ld  be p l a c e d  on 
the  f a r  more s i g n i f i c a n t  p u r c h a se d  g as  and o t h e r  c o s t s  i n c u r r e d  
by p i p e l i n e s .  The r e l a t i o n s h i p  between p u r c h a s e d  g as  c o s t s  
and p i p e l i n e  s a l e s  has  become c r i t i c a l l y  i m p o r t a n t  and would 
ap p e ar  to  be a b e t t e r  v e h i c l e  f o r  a s s u r i n g  e f f i c i e n t  use o f  
n a t u r a l  gas  s u p p l i e s  c o n s i s t e n t  w i th  m a r g i n a l  c o s t  p r i c i n g  
p r i n c i p l e s  and economic t h e o r y .  Both C o n g r e s s ,  in  T i t l e  I I  o f  
the NGPA, and the  c o u r t s  have r e c o g n i z e d  the need f o r  a d d i t i o n a l  
a n a l y s i s  in t h i s  a r e a .  Uni ted  Gas P i p e l i n e  Co.  v .  FERC, s u p r a .
(6) Whi le  we a f f i r m  the  i n i t i a l  d e c i s i o n ' s  c o n c l u s i o n  
t h a t  the S e a bo ar d  fo rm ula  i s  a p p r o p r i a t e  and y i e l d s  j u s t  and 
r e a s o n a b l e  r a t e s  f o r  the r e a s o n s  s e t  f o r t h  h e r e  and in  the 
i n i t i a l  d e c i s i o n  1 3 / ,  s e v e r a l  a d d i t i o n a l  comments a r e  in o r d e r .  
The Commission and the c o u r t s  have emphas ized t h a t  c o s t  c l a s s i ­
f i c a t i o n  i s  o n l y  one a s p e c t  o f  a l a r g e r ,  f u n d a m e n t a l l y  i n ­
d i v i s i b l e  p r o c e s s  - -  c o s t  c l a s s i f i c a t i o n ,  a l l o c a t i o n ,  and r a t e
1 3 /  Of the o t h e r  f a c t o r s  d i s c u s s e d  in  the  i n i t i a l  d e c i s i o n ,
the  b e t t e r  match between c o s t  i n c u r r e n c e  and c o s t  r e s p o n ­
s i b i l i t y  w i t h i n  a demand/commodity framework which i s  
p r o v i d e d  by the Sea board  fo r m u la ,  compared to  the Uni ted
f o r m u l a ,  i s  the most  s i g n i f i c a n t ,  n . 1 0 ,  s u p r a ;  Columbia 
Gas T r a n s m i s s i o n  Corp.  v .  FERC, 628 F .2d a t  690,  5 9 1 ,
n . 6 0 .
I-37
13Docket No. RP75-19-000
(R e m a n d )
d e s i g n  —  which i n v o l v e s  the e x e r c i s e  of  informed judgment in 
a l l  i t s  p a r t i c u l a r s .  C o lo rad o  I n t e r s t a t e  Gas Co. v .  FPC, 324 
U . S .  5 8 1  ( 1 9 4 5 ) ;  Opinion No. 3 8 7 ,  American L o u i s i a n a  Pipe  L ine  
Co.  , e t  a_l . , Docket  No. G - 1 8 4 1 9 ,  £ t  a_l. , 29 F . P . C .  932 ( 1963 ) .  
Y e t ,  th e  o n l y  i s s u e  b e f o r e  us  i s  whether  the p e r c e n t a g e  o f  
f i x e d  c o s t s  a s s o c i a t e d  wi th the  in v e s t m e n t  in t r a n s m i s s i o n  and 
s t o r a g e  f a c i l i t i e s  shou ld  be c l a s s i f i e d  to the demand component 
in a c c o r d a n c e  wi th  the Seaboard  formula  o r  in a c c o r d a n c e  with 
the  U n i t e d  f o r m u l a .  No i s s u e  has  been r a i s e d  co n ce rn in g  the  
b a s i d f o r  a l l o c a t i n g  the demand or  commodity'  c o s t s  among Texas  
Gas '  c u s t o m e r s  o r  f o r  d e s i g n i n g  r a t e s  on Texas  Gas '  s y s t e m .
No i s s u e  h a s  b e e n  r a i s e d  c o n c e r n i n g  purchased  gas  c o s t s  o r  
p r o d u c t i o n  and g a t h e r i n g  c o s t s .  Indeed ,  the i n t e r p l a y  o f  
t h e se  b r o a d e r  i s s u e s  in  the c o n t e x t  o f  Texas  G a s ’ system has 
r e c e n t l y  b e e n  s e t  f o r  h e a r n g . 19 FERC II 6 1 , 2 0 5 .
Our d i s c u s s i o n  here  c o n c e r n i n g  c o n d i t i o n s  on the Texas  Gas 
sys tem shou ld  not be u n c r i t i c a l l y  a p p l i e d  in the f u t u r e  to 
o t h e r  c o s t  c l a s s i f i c a t i o n , a l l o c a t i o n ,  and r a t e  d e s i g n  i s s u e s .
For  e x a m p l e , many o f  the co n c e rn s  which have been r a i s e d  wi th  
the demand c ha r g e  may be more p r e c i s e l y  and f a i r l y  ad d r e s s e d  
by m o d i f y i n g  the  b a s i s  f o r  a l l o c a t i n g  and b i l l i n g  demand c o s t s  
among T e xa s  Gas '  c u s t o m e r s ,  m o d i f i c a t i o n s  which would be con­
s i s t e n t  w i th  sys tem d e s i g n  l i m i t a t i o n s  on the annual  use  by a 
cus tomer  o f  i t s  c o n t r a c t  demand and which have r e c e i v e d  f a v o r a b l e  
comment by the  c o u r t .  C o n s o l i d a t e d  Gas Supp ly  Corp.  v .  FPC,
520 F . 2d  a t  1 1 8 9 .  Our d e c i s i o n  not  to modi fy  the p e r c e n t a g e  
o f  f i x e d  c o s t s  c l a s s i f i e d  to the demand component should not 
be read  to su pp o r t  the c o n c l u s i o n  t h a t  c o n d i t i o n s  on the Texas  
Gas system r e q u i r e  no changes  in c o s t  c l a s s i f i c a t i o n ,  a l l o c a t i o n ,  
and r a t e  d e s i g n  on t h a t  sy s t em .  In a more comprehens ive  r a t e  
i n q u i r y ,  su b seq u en t  changes  in the s y s t e m ' s  o v e r a l l  r a t e  d e s i g n  
could  d i c t a t e  r e v i s i t i n g  the r e s u l t  r eached  t o d a y .
Our d e c i s i o n  shou ld  a l s o  not be read to suppor t  the con­
c l u s i o n  t h a t  u n d e r u t i l i z a t i o n  o f  a p i p e l i n e ' s  sys tem i s  a f a c t  
o f  l i t t l e  or  no importance in  c o s t  c l a s s i f i c a t i o n ,  a l l o c a t i o n ,  
and r a t e  d e s i g n .  A sys tem which i s  u n d e r u t i l i z e d  because  
t h e r e  i s  an i n a d e q u a te  demand f o r  n a t u r a l  g as  as  a r e s u l t  o f  
n a t u r a l  gas  p r i c e s  i s ,  in many r e s p e c t s ,  i n d i s t i n g u i s h a b l e  in 
the r e a l i t y  o f  i t s  o p e r a t i o n  though not n e c e s s a r i l y  in  i t s  
cus tomer  impa ct ,  from a p i p e l i n e  system which i s  u n d e r u t i l i z e d  
be ca us e  t h e r e  i s  an in a d e q u a te  s u p p l y  o f  n a t u r a l  g as  as  a 
r e s u l t  o f  c u r t a i l m e n t  ( T r .  R - 2 9 0 ) .  Of p a r t i c u l a r  concern  
would be r e d u c t i o n s  in annual  s a l e s  l e v e l s ,  r e d u c t i o n s  in
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peak p e r i o d  s a l e s ,  o r  the  f a i l u r e  by c u s t o m e r s  to  demand f u l l  
c o n t r a c t  demand q u a n t i t i e s .  1 4 /  In t h i s  r e g a r d  Commission 
d e c i s i o n s  which a p p l y  the  Sea boa rd  fo r m u la  o r  the  " t i l t e d "  
Sea bo ar d  fo rm ul a  1 5 /  shou ld  not  be v iewed as t a l i s m a n s ,  to  be 
r o u t i n e l y  invoked in  the 1 9 8 0 ' s .  Changing c o n d i t i o n s  in the  
n a t u r a l  g a s  m a r k e t  may w e l l  compel the  c o n c l u s i o n  t h a t  a n o t h e r  
fo r m u la  i s  a s u p e r i o r  meth od o log y  f o r  a s s u r i n g  t h a t  n a t u r a l  
g as  r a t e s  a r e  j u s t  and r e a s o n a b l e .
We conc lu de  today  o n l y  t h a t  the Sea bo ar d  m e th od o l og y  
p r o p e r l y  c l a s s i f i e s  f i x e d  c o s t s  a s s o c i a t e d  w i th  the  i n v e s t m e n t  
in  t r a n s m i s s i o n  and s t o r a g e  f a c i l i t i e s  between the  demand and 
the commodity components  and r e s u l t s  in j u s t  and r e a s o n a b l e  
r a t e s .  No r eas o n ed  e x p l a n a t i o n  has been p r o v i d e d  in  t h i s  r e c o r d  
which would s u p p o r t  a w h o l e s a l e  d e p a r t u r e  from the  Seabo ard  
m e th od o log y .
The Commission o r d e r s :
(A) To the  e x t e n t  not i n c o n s i s t e n t  h e r e w i t h ,  the  i n i t i a l  
d e c i s i o n  i s  a f f i r m e d  and adopted as  the  d e c i s i o n  o f  the  
Commiss ion .
(B) A l l  e x c e p t i o n s  to the i n i t i a l  d e c i s i o n  a r e  d e n i e d .
By the Commiss ion.
1 4 /  The i n i t i a l  d e c i s i o n  p l a c e s  g r e a t  w e i g h t  on the  f a c t  t h a t  
no cus tomer  has  r e q u e s t e d  a r e d u c t i o n  in  i t s  c o n t r a c t  
demand. In our v iew t h i s  f a c t o r  has l e s s  w e i g h t  in mea­
s u r i n g  the co n t i n u e d  v i t a l i t y  of  the demand c har ge  f o r  
t h r e e  r e a s o n s .  F i r s t ,  t h i s  c o n s i d e r a t i o n  which was a l s o  
p r e s e n t  in- the o r i g i n a l  United c a s e  p r o v i d e d  no j u s t i f i c a ­
t i o n  f o r  the  r e t e n t i o n  o f  the  Seabo ard  fo r m u la  in  t h a t  
c a s e .  Sec o nd ,  Te xa s  Gas '  t a r i f f  imposes  s i g n i f i c a n t
c o n s t r a i n t s  on a cus tomer  w i s h i n g  to  redu ce  i t s  c o n t r a c t  
demand. FERC Gas T a r i f f ,  3 rd  Rev .  V o l .  No. 1 ,  O r i g .
S h e e t  No. 96.  T h i r d ,  a s  t h i s  c a s e  d e m o n s t r a t e s ,  a cus tomer  
shou ld  not  be p r e c l u d e d  from a r g u i n g  the reduced  r e l e v a n c e  
o f  the  demand component o f  r a t e s ,  a s  measured by the  
c o n t r a c t  demand q u a n t i t y ,  where f u l l  c o n t r a c t  demand 
q u a n t i t i e s  a r e  not  o f t e n  demanded.
1 5 /  F u e l s  R e s e a r c h  C o u n c i l ,  I n c .  v .  FPC, s u p r a .
( S E A L )
Kenneth F.  Plumb 
S e c r e t a r y .
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IMPACT OF ALTERNATIVE COST CLASSIFICATION METHODOLOGIES ON JURISDICTIONAL 
COST OF SERVICE AND REVENUE REQUIREMENTS
Ftor Peak
Atlantic Seaboard Method  United Method Y.^uutroU Method
Line --------------------------------------- ------------------------------- - -----------  ------------------------------------ -- ---------------------------------------
No. Functionalized Cosl Total Demand Commodity Total Demand Commodity Total Demand Commodity Total Demand Commodity Total
1 P r o d u c t i o n2 PurchasedG-Dmn 1.000 {1.000 I.OOO >1.000 1.000 >1.000 * 1.000 ” 1.000 9 1.000
3 Purchased Gas-Commodity 3.000 1.000 ).OU0 1.000 J.000 1.000 1.000 1.000 1,000
4 O & M- Variable 7OO 700 700 700 700 TOO 700 700 700
5 O & M— Fixed 1,000 1.000 1.000 100 500 1.000 110 7 V) 1000 |.000 1,000
6 Deprecialities 1.000 I.000 1.000 .100 MM 1.000 HO 7M» 1.000 * 1.000 1.000
7 Other Taxes 100 l00 >no no no 100 . 71 i n  100 >oo 100
8 Income Taxes 1.000 1.000 1.000 }00 MM 1.000 710 710 1.000 1.000 1.000
9 Return 1.000 1.000 1.000 ICO 100 1.000 7 Ml 710 1.000 1.000 1.000
10 >10.000 >1.100 >4.700 >10.000 >1.110 16.9M) >10.000 >7.071 37,721 >10.000 -0- >10.000 310.000
Allocation of To ta l C o st  o f  
Service to Classes of Costumers
11 Juristdictional Cost of Service W.TT0 ».SV) t  0.761 >7.0)1 11.077 > 0.&57 >1.047 >4.7)4 >0.40) > 0.500 >0.500
11 Non-Juristdictional Cost o f
Service 3)0 701 1.7)1 111 1.02a I .Ml 703 1.107 1.177 I.5C0 1.300
I) TtrtaJ Coal cf Service UJC0 M.7C0 >10.000 >1,110 14.0.50 >10.000 >7.071 37.V2) >10.000 -0- _ .310.000 310.000-
Peak Period Service Annual Srrrit r
H  Drrlrtulon of Allocation Factors U ,f Allot atloa Fo, tor « « < / Allot ation Fat lor
^  14 Juristdictional 20.000 707a 1.000.000 >394
O  I5 Non-jurisdictional 2.722 I0» M2.150 lll i  ■ 1
I6 Total 72.272 I00« 3.802.1.10 I 007t
Reference: Gas Rate Fundamentals, American Gas Association, •
Third Edition (1978); Table 16, page 239.
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,*■’3 chi can Wi sc on si n Pipe Line Company D o ck et No. C P 8 2 - 5 42
O ne Woodward Avenue 
Detroit, Michigan 48226
Attention: L. R. H e l lman October 29, 1982
Secretary and Senior Attorney
Gentlemen: 
On Se pt em be r 21 , 1982 , Michigan W i s c o n s i n  Pipe Line Company 
(Mich Wise) filed a request for a temporary certificate to commence 
service under a new rate schedule designated Hate Schedule DF-1.
The new service would be available to existing customers purchasing 
natural gas under Rate Schedules CD-I, LVS-1 and S G S - 1 , and would 
not increase their daily and annual entitlements under those rate 
schedules. Mich Wise alleges that effective Nove mb er 1, 1982, when 
its increased rates under Docket N o s . RP82-80 and T A 8 3 - 1 - 4 8-000 
become effective, certain of its customers will ex perience losses 
in sales amounting to several billion cubic feet annually. Mich 
Wise represents that its sales will have decreased by 22% over 
the thre e- ye ar period ending in 1982 due primarily to the severe 
economic recession, competition by available alternate fuels and 
increased conservation.
Hate Schedule DF-1 will be available to. distributors only 
for resale to gas users with annual requirements of 100,000 th, 
which use gas for feedstock or process purposes, or have existing 
capacity to use No. 5 or No. 6 fuel oil or liquefied pe troleum cas. 
When such users request a reduced price from their distributor, so 
as to move the distributor to seek gas under Rate Schedule DF-1, 
the users m u s t  demonstrate that their current economic conditions, 
and/or alternate fuel prices, are such as to require such service 
if they are to avoid substantial reduction in, or discontinuance 
of, cas use, or are to be able to begin to resume gas use.
The rates for service under Rate Schedule DF-1 are proposed 
to differ de pending upon whether the end user is exempt from incre­
mental pricing. For exempt end users, the rate would' be that rate 
necessary to enable the end user to purchase the gas, but the rate 
would be no lower than t h e  then effective price for Section 102 
natural gas nor no higher than the then effective rate for service 
under the LVS-1 rate schedule. For a non-exempt end user, the 
rate would be equal to 90% of the incremental ceiling prices 
published for the FERC (prices published by The Energy In fo rm a­
tion Administration) for the area where the end user is located. 
Mich Wise proposes to credit to Account No. 191 any revenues 
re ce iv ed in excess of the "cost of gas purchased for such 
service."'
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Based upon its ra te change filings to become effective on 
Nove mb er 1, 1 982, M ich Wi s e ’s commodity charge will be ap p r o x i ­
ma te ly $4.20 per dth, which includes purchased gas costs of 
$3.39 plus $ .007 attributable to the GRI surcharge. ' Rich Ml sc 
re presents that the price of No. 6 residual fuel oil in its market 
area ap pr ox im at es $3.80 per dth. Consequently, its d i s t ri bu to r 
customers will be unable to compete with residual fuel oil and 
still reco ve r their variable costs associated with the commodity 
charge. M ich Wi se proposes the DF-1 rate schedule to enable its 
customers to compete, but in no event would the rate c h a rged be 
less than the "average acquisition Cost of natural, gas included 
in Sell er 's (Mich Wise) resale rates."
The S e c t i o n  102 price for the month of November, 1982, is 
$3,249 per M M b t u  as compared with Mich Wise's current cost of 
gas of $3.17 per dth beginning November 1, 1982. The current 
co st o f  gas e x cl ud es the surcharge of 22.73₵ to recoup u n d e r ­
c o ll ec ti on s re corded in Account No. 191. Ninety percent of 
the incremental ceiling prices for the major markets served by 
Mich Wise would range from $3.13 to $3.18 per MMbtu for the month 
of N o v e m b e r  1982. Consequently, it appears that the current 
cost of p u r c h a s e d  gas closely approximates ‘ the. mi ni m u m  rates 
u n de r the DF-1 rate schedule.
We are satisfied that Mich Wise and its d i st ri bu to r customers 
should be able to compete with alternate fuels so long as the 
rates charged by Mich Wise are compensatory. At a mi ni mu m the 
rates should recover the cost of gas plus any other ou t- of-pocket 
costs a s so ci at ed with making the sales. They should also recover, 
any fixed costs necessary to assure -that other customers or 
classes of c u s t o m e r s  do not suffer undue adverse impact as the- 
result of the sales. Our review of prior PGA filings reveals 
that, .Mich Vh sc has typically experienced positive balances in its 
Account No. 191 which means that its actual costs o f  purchased 
gas have ex ce ed ed the costs included in its rates. To be 
co mp ensatory, any DF-1 rates must recover the actual cost of 
purchased gas. Based upon this analysis, it appears that 
the current co st of gas included in rates would not be c o m p e n ­
satory and that the 22.73₵ per dth surcharge should be added to 
the current cost of gas. Moreover, we have found that a .72₵ 
surcharge sh ou ld be added to Mich Wise's rates to fund GRI's 
research effort. For Mich Wise's DF-1 rates to recover the cost 
of gas, they mu st equal $3.40 per dth. We will permit Mich Wise 
to charge, a rate between the cost of gas and the price of residual 
fuel pr ovided it files the rate within 10 days of the date of 
this letter. We expect the appropriate rate or rates for DF-1 
service to be determined in the Docket NO. RP82-80 proc ee di ng 
and Mich Wise  is hereby advised that it may not be able to 
collect any differ en ti al between the rate charged under the D F - 1  
rate sc he du le and the rate found appropriate in D o c k e t  No. RP82-80.
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We a r e  m i n d f u l  o f  Mich W i s e ' s  a l l e g a t i o n s  t h a t  a l l  o f  i t s  
c u s t o m e r s  w i l l  b e n e f i t  t o  the  e x t e n t  t h a t  t a k e - o r - p a y  c o s t s  and 
s t o r a g e  c o s t s  can  be a v o i d e d  i f  the  s a l e s  can be made.  H o w e v e r , 
we a r e  c o n c e r n e d ,  t h a t  the D F - 1  r a t e s  f o r  exempt end u s e r s  would  
be i n d i v i d u a l l y  n e g o t i a t e d  r a t e s  which  i s  i n c o n s i s t e n t  w i t h  
S e c t i o n  1 5 4 . 3 8 ( d )  o f  the  C o m m i s s i o n ' s  r e g u l a t i o n s .  M o r e o v e r ,
we a r e  c o n c e r n e d  t h a t  the  s p e c i a l  DF - 1  r a t e  s c h e d u l e  may not  be 
t h e  b e s t  way f o r  Mich ’Wise and i t s  c u s t o m e r s  to r e s p o n d  to  c u r r e n t  
m a r k e t  c o n d i t i o n s .  C o n s e q u e n t l y ,  we w i l l  g r a n t  t e m p o r a r y  a u t h o r i t y  
f o r  a term o f  s i x  months f o r  Mich Wise t o  r e n d e r  s e r v i c e  u n d e r  
t h e  DF - 1  r a t e  s c h e d u l e  f o r  s a l e s  t o  t h o s e  end u s e r s  t h a t  would  
o t h e r w i s e  use  r e s i d u a l  f u e l  o i l .  We i n te n d  to  a c t  p r o m p t l y  upon 
t h e  p e r m a n e n t  c e r t i f i c a t e  i n  t h i s  d o c k e t  and t h i s  t e m p o r a r y  
a u t h o r i t y  i s  w i t h o u t  p r e j u d i c e  to  any f i n a l  a c t i o n  on t h e  p e r m a n e n t  
c e r t i f i c a t e .
By d i r e c t i o n  o f  the  Com m iss io n .
K e n n e th  F .  P lumb 
S e c r e t a r y
c c : B r a c k e t t  & C o l l i n s ,  P . C .
1899  L S t r e e t ,  N.W.
S u i t e  5 0 1
W a s h i n g t o n ,  D.C.  2 0 0 3 6
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United STATES OF A M E R I C A
f e d e r a l  e NERg y r e g u l a t o r y  com mis s i  on
P I P E L I NE C E R T I F I C A T E S  : COMPLIANCE
F I L I N G
B e f o r e  C o m m i s s i o n e r s :  C.  M. B u t l e r  I I I ,  C h a i r m a n ;
J .  D a v i d  H u g h e s ,  A.  G .  S o u s a  
and O l i v e r  G.  R i c h a r d  I I I .
M i c h i g a n  Wi s c o n s i n  P i p e  ) D o c k e t  N o .  C P 8 2 - 5 4 2 - 0 0 0
L i n e  Company )
ORDER REJECTING COMPLIANCE F I L I N G  
WITHOUT PREJUDICE AND 
CLARIFYING PRIOR ORDER
( I s s u e d  November  5 ,  1 9 8 2 )
On N o v e m b e r  3 , 1 9 8 2  , M i c h i g a n  Wi s c o n s i n  P i p e  L i n e  Company
( M i c h  Wi s e ) t e n d e r e d  f o r  f i l i n g  r e v i s e d  t a r i f f  s h e e t s  i n  p u r p o r t e d  
c o m p l i a n c e  w i t h  t h e  C o m m i s s i o n ' s  O c t o b e r  2 9 ,  1 9 8 2 ,  l e t t e r  o r d e r . i n  
t h i s  d o c k e t .  F o r  t h e  r e a s o n s  s e t  f o r t h  b e l o w ,  we s h a l l  r e j e c t  
Mich Wi s ’ s  c o m p l i a n c e  f i l i n g  w i t h o u t  p r e j u d i c e  t o  Mich V ? i s c ' s  
r i g h t  t o  f i l e  t a r i f f  s h e e t s  c o n f o r m i n g  t o  o u r  O c t o b e r  2 9 ,  1 9 8 2 ,
l e t t e r  o r d e r .
BACKGROUND
On S e p t e m b e r  2 1  , 1 9 8 2  , M i c h i g a n  Wi s c o n s i n  P i p e l i n e  Company 
(Mich W i s c ) f i l e d  w i t h  t h e  Commis ion  a r e q u e s t  f o r  a t e m p o r a r y  c e r ­
t i f i c a t e  i n  t h i s  d o c k e t .  The f i l i n g  p r o p o s e d  t o  a l l o w  Mich W i s e  
t o  p r o v i d e  new s e r v i c e  u n d e r  a r a t e  s c h e d u l e  d e s i g n a t e d  a s  " D F - 1 ” . 
A c c o r d i n g  t o  M i c h  W i s c , t h i s  new r a t e  s c h e d u l e  w o u l d  n o t  i n c r e a s e  
c e r t a i n  c u s t o m e r s '  d a i l y  and a n n u a l  e n t i t l e m e n t s  u n d e r  e x i s t i n g  
r a t e  s c h e u d l e s  C D - I ,  L V S - 1  and S G S - 1 .
To s u p p o r t  i t s  r e q u e s t  f o r  t h e  t e m p o r a r y  c e r t i f i c a t e ,  Mich 
W i s c s t a t e d  t h a t  w i t h o u t  s u c h  a c e r t i f i c a t e ,  i t s  c u s t o m e r s  m i g h t  
e x p e r i e n c e  s e v e r e  l o a d  l o s s .  S p e c i f i c a l l y ,  t h e  company  o b s e r v e d  
t h a t  i t s  s a l e s  o f  n a t u r a l  g a s  o v e r  a t h r e e  y e a r  p e r i o d ,  e n d i n g  i n  
1 9 8 2  , w i l l  h a v e  d e c r e a s e d  by 22%.  I t  s t a t e d  t h a t  t h i s  d e c r e a s e  w a s  
a t t r i b u t a b l e  t o  t h e  s e v e r e  e c o n o m i c  d e p r e s s i o n ,  t h e  c o m p e t i t i v e  a d ­
v a n t a g e  o f  a v a i l a b l e  a l t e r n a t e  f u e l s  arid i n c r e a s e d  c u s t o m e r  c o n ­
s e r v a t i o n  i n  t h e i r  p u r c h a s e s  and u s e  o f  n a t u r a l  g a s .
On O c t o b e r  29 , 1 9 8 2  , t h e  C o m m i s s i o n  i s s u e d  a l e t t e r  o r d e r  w h i c h  
g r a n t e d  M i c h  Wi s c ' s  r e q u e s t  f o r  a t e m p o r a r y  c e r t i f i c a t e  s u b j e c t  t o  
s e v e r a l  c o n d i t i o n s .  The l e t t e r  o r d e r  p r o v i d e d  f o r  an  e f f e c t i v e  
d a t e  o f  N o v e m b e r  1 ,  1 9 8 2 .
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The l e t t e r  o r d e r  i n d i c a t e d  t h a t  th e  Commiss ion d i d  not  p e r  se  
o p p o s e  t h e  c o n c e p t  o f  d e s i g n i n g  r a t e s  to p e r m i t  Mich V ? i s c ' s  d i  s t r T 3  
b u t o r  c u s t o m e r s  t o  c om p e te  w i t h  a l t e r n a t i v e  f u e l s  " .  . . so  l o n g
a s  t h e  r a t e s . c h a r g e d  by Mich V?isc a r e  c o m p e n s a t o r y  ( l e t t e r  o r d e r ,  
p .  2 ) " .  I n  d e f i n i n g  t h i s  t e rm f u r t h e r ,  the  Co m m iss io n  s t a t e d  
t h e  f o l l o w i n g :  '
A t  a minimum t h e  r a t e s ,  s h o u l d  r e c o v e r  th e  c o s t  o f  
g a s  p l u s  any  o t h e r  o u t - o f - p o c k e t  c o s t s  a s s o c i a t e d  
w i t h  m ak i n g  t h e  s a l e s .  They s h o u l d  a l s o  r e c o v e r  
a n y  f i x e d  c o s t s  n e c e s s a r y  to  a s s u r e  t h a t  o t h e r  
c u s t o m e r s  o r  c l a s s e s  o f  c u s t o m e r s  do not  s u f f e r  
undue  a d v e r s e  i m p a c t  a s  th e  r e s u l t  o f  t h e  s a l e s .
The C o m m i s s i o n  n o t e d  f u r t h e r  t h a t  Mich W i s e ' s  c o s t  o f  p a s  a s  o f  
Nov em be r  1 ,  1 9 8 2 ,  e q u a l l e d  $ 3 . 4 0  p e r  d t h  w hich  was  t h e  s m o f  ( 1 )  
$ 3 . 1 7  p e r  d t h  wh ich  i s  t h e  c u r r e n t  c o s t  o f  g a s  p l u s  (2 )  2 . 7 3 ^  p e r  
d t h  w h i c h  i s  t he  A c c o u n t  No.  1 9 1  s u r c h a r g e  p l u s  ( 3 )  . 7 2  p e r  d t h
t o  fund  G R I ’ s  r e s e a r c h  e f f o r t .  The Commiss ion t h e n  s t a t e !  t h a t  i t  
v.’o u l d  p e r m i t  Mich  Wise  t o  c h a r g e  a r a t e  u nd er  R a t e  S c h e d u l e  D F - 1  
’’ b e t w e e n  t h e  c o s t  o f  g a s  and t h e  p r i c e  o f  r e s i d u a l  f u e l  ( o i l )  
p r o v i d e d  i t  f i l e s  t h e  r a t e  w i t h i n  1 0 ‘ d a y s  o f  t h e  d a t e  o f  t h i s  
l e t t e r . "  1 /  H o w e v e r ,  t h e  Commiss ion  s p e c i f i c a l l y  n ot e d  t h a t  
t h e r e  w e r e  r a t e  c o n d i t i o n s  t o  t h e  a p p r o p r i a t e n e s s  o f  a f i n a l l y  
d e t e r m i n e d  D F -1  r a t e ,  i n c l u d i n g  a c o n d i t i o n  t h a t  t h e  i r a t e  s h o u l d  
be f u l l y  c o m p e n s a t o r y  and r e c o v e r  an a p p r o p r i a t e  l e v e l  o f  f i x e d  
c o s t s .  A d d i t i o n a l l y ,  t h e  Com miss ion  n ot e d  t h a t  t h e  a p p r o p r i a t e  
r a t e  o r  r a t e s  f o r  D F - 1  s e r v i c e  would  be d e t e r m i n e d  i n  D o c k e t  
No.  R P 8 2 - 8 0 ,  Mich V.'i sc  ' s o n g o i n g  g e n e r a l  S e c t i o n  4 r a t e  p r o c e e d i n g ,  
w h e r e i n  t h e  s u s p e n d e d  r a t e s ,  a s  m o d i f i e d ,  became e f f e c t i v e  s u b j e c t  
t o  r e f u n d  on November  1 ,  1 9 8 2 .  2 /  The Commiss ion a l s o  e x p r e s s l y
a d v i s e d  M i c h  W ise  t h a t  i t  may n o t  be a b l e  t o  " c o l l e c t  ajny d i f f e r ­
e n t i a l  b e t w e e n  t h e  r a t e  c h a r g e d  u nd er  th e  DF - 1  r a t e  s c L e o u l e  and 
t h e . r a t e  f o u n d  a p p r o p r i a t e  i n  Docket  No. R P 8 2 - 8 0 . "  In  o tJher  w o r d s ,  
w h i l e  Mich Wise  was  g r a n t e d  t e m p o r a r y  a u t h o r i t y  to  e n t e r  i n t o  
s p e c i a l  a r r a n g e m e n t s  w i t h  DF - 1  c u s t o m e r s ,  i t  was e x p r e s s l y  a d v i s e d ,  
and we c o n t i n u e  to  e m p h a s i z e ,  t h a t  i t s  s h a r e h o l d e r s  a s sumed  
t h e  r i s k  o f  u n d e r c o l l e c t i o n  i n  th e  e v e n t  t h e  f i n a l l y  a p p r o v e d  
r a t e  i n  R P 8 2 - 8 0  was  e s t a b l i s h e d  a t  a l e v e l  h i g h e r  than t h a t  
c h a r g e d  b y  Mich Wise  to  i t s  D F - 1  c u s t o m e r s  c o n s i s t e n t  \.>i th i t s  
t e m p o r a r y  a u t h o r i t y .  By v i r t u e  o f  t h e  f a c t  t h a t  any  sue) s e r v i c e  
w o u l d  be
1 /  I n  t h e  l e t t e r  o r d e r ,  t h e  Commiss ion n ot e d  t h a t  Mich Wisc had .
r e p r e s e n t e d  t h a t  t h e  p r i c e  o f  No.  6 r e s i d u a l  f u e l  o:  in  i t s  
m a r k e t  a r e a  i s  a p p r o x i m a t e l y  $ 3 . 8 0  p e r  d t h .
2/ S e e : M i c h i g a n  W i s c o n s i n  P i p e  L i n e  Company , 2 1  FERC 6 1 , 0 5 5 ,
o r d e r  i s s u e d  O c t o b e r  29 , 1 9 8 2  , i n  D o c k e t  No.  RP82.-8( e t  a l .
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p e r f o r m e d  u n d e r  t e m p o r a r y  a u t h o r i t y ,  a n y  f i n a l  r a t e  d e t e r m i n a t i o n  
w o u l d  r e l a t e  ba ck  to  t h e  d a t e  o f  i n i t i a l  s e r v i c e .
F i n a l l y ,  the  Co m m iss io n  s t a t e d  t h e  f o l l o w i n g :
We a r e  m i n d f u l  o f  Mich  Wi s c ' s  a l l e g a t i o n s  t h a t  
a l l  o f  i t s  c u s t o m e r s  w i l l  b e n e f i t  t o  t h e  e x t e n t  
t h a t  t a k e - o r - p a y  c o s t s  and s t o r a g e  c o s t s  c a n  be 
a v o i d e d  i f  t h e  s a l e s  ca n  be  mad e .  H o w e v e r ,  we a r e  
c o n c e r n e d  t h a t  t h e  D F - 1  r a t e s  f o r  e x e m p t  end u s e r s  
wo u l d  be  i n d i v i d u a l l y  n e g o t i a t e d  r a t e s  w h i c h  i s  
i n c o n s i s t e n t  w i t h  S e c t i o n  1 5 4 . 3 8 ( d )  o f  t h e  Com­
m i s s i o n ' s  r e g u l a t i o n s .  M o r e o v e r ,  we a r e  c o n ­
c e r n e d  t h a t  t h e  s p e c i a l  D F - 1  r a t e  s c h e d u l e  may 
n o t  b e  t h e  b e s t  way f o r  Mich  Wi s c  and i t s  c u s t o ­
m e r s  t o  r e s p o n d  t o  c u r r e n t  m a r k e t  c o n d i t i o n s .
C o n s e q u e n t l y ,  we w i l l  g r a n t  t e m p o r a r y  a u t h o r i t y  
f o r  a t e r m  o f  s i x  month s  f o r  Mich  W i s c t o  r e n d e r  
s e r v i c e  u n d e r  t h e  D F - 1  r a t e  s c h e d u l e  f o r  s a l e s  
t o  t h o s e  end u s e r s  t h a t  w o u l d  o t h e r w i s e  u s e  r e s i ­
d u a l  f u e l  o i l .  We i n t e n d  t o  a c t  p r o m p t l y  upon 
t h e  p e r m a n e n t  c e r t i f i c a t e  i n  t h i s  d o c k e t  and t h i s  
t e m p o r a r y  a u t h o r i t y  i s  w i t h o u t  p r e j u d i c e  t o  a n y  
f i n a l  a c t i o n  on t h e  p e r m a n e n t  c e r t i f i c a t e  (empha -  
 s i s  a d d e d ).
COMPLIANCE F I L I N G
On N o v e m b e r  3 , 1 9 8 2  , Mich W i s c made i t s  c o m p l i a n c e  f i l i n g
w i t h  t h e  C o m m i s s i o n .  T h e r e i n ,  Mich W i s e  p r o p o s e d  a r a t e  o f  $ 3 . 4 5 i  
p e r  d t h  a n d  i n d i c a t e d  t h a t  " c o n s i s t e n t  w i t h  t h e  D F - 1  P a t e  S c h e d ­
u l e  i n i t i a l l y  f i l e d  h e r e i n " ,  Mich W i s c " i s  p r o p o s i n g  t o  make t h e  
r a t e  s c h e d u l e  a v a i l a b l e  t o  t h o s e  e n d - u s e r s  who o t h e r w i s e  q u a l i f y ,  
u n d e r  t h e  D F - 1  Ra t e  S c h e d u l e  and who u s e  g a s  f o r  f e e d s t o c k  and 
p r o c e s s  p u r p o s e s  o r  h a v e  e x i s t i n g  c a p a b i l i t y  t o  u s e  No.  5 o r 1 
N o .  6 f u e l  o i l  o r  l i q u e f i e d  p e t r o l e u m  g a s . "
We f i n d  t h a t  t h e  a v a i l a b i l i t y  p r o v i s i o n  r e f l e c t e d  i n  M i c h  
W i s e ' s  c o m p l i a n c e  f i l i n g  i s  i n c o n s i s t e n t  w i t h  t h e  C o m m i s s i o n ' s  
O c t o b e r  2 9 ,  1 9 8 2  l e t t e r  o r d e r .  T h a t  o r d e r  e x p r e s s l y  p r o v i d e d
t h a t  t h e  t e m p o r a r y  c e r t i f i c a t e  a u t h o r i z a t i o n  g r a n t e d  t o  M ic h  
Wi s c  u n d e r  t h e  P a t e  S c h e d u l e  D F - 1  r a t e  w a s  l i m i t e d  t o  " s a l e s  t o  
t h o s e  end  u s e r s  t h a t  w ou ld  o t h e r w i s e  u s e  r e s i d u a l  f u e l  o i l . "  
C l e a r l y ,  e n d  u s e r s  who u s e  g a s  f o r  f e e d s t o c k  o r  p r o c e s s  p u r p o s e s  " d o  
n o t  f a l l  w i t h i n  t h a t  c a t e g o r y  b e c a u s e  t h o s e  u s e r s  c a n n o t  u s e  
r e s i d u a l  f u e l  o i l  a s  an a l t e r n a t e  f u e l .  A c c o r d i n g l y ,  we s h a l l
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r e j e c t  M i c h W i s c ' s  c o m p l i a n c e  f i l i n g  w i t h o u t  p r e j u d i c e  to  Mich 
W i s e ' s  r i g h t  t o  f i l e  r e v i s e d  t a r i f f  s h e e t s  f o r  R a t e  S c h e d u l e  
D F - 1  w h i c h  l i m i t  i t s  a v a i l a b i l i t y  t o  end u s e r s  who w ou ld  o t h e r ­
w i s e  u s e  r e s i d u a l  f u e l  o i l  and which  r e f l e c t  t h e  d i s c u s s i o n  b e l o w .
F u r t h e r ,  we d i s a g r e e  w i t h  Mich Wi s c ’ s  e x p l a n a t i o n  o f  i t s  
p r o p o s e d  $ 3 . 4 5  p e r  d t h  r a t e  f o r  R a t e  S c h e d u l e  D F - 1 .  Mich Wi s c  
s t a t e s  t h a t  o n l y  $ 3 . 1 7  o f  t h a t  r a t e  s h o u l d  be c o n s i d e r e d  p u r ­
c h a s e d  g a s  c o s t  and t h a t  t h e  2 2 . 7 3 ₵ p e r  Mcf  A c c o u n t  Nc . 1 9 1 .  PGA 
s u r c h a r g e  and  t h e  . 7 2 ₵ p e r  d t h  s u r c h a r g e  s h o u l d  n o t  be  c o n s i d e r e d  
g a s  c o s t .  Mich Wi s c  s t a t e s  t h a t  t h i s  i s  t r u e  b e c a u s e  " t h e  PGA 
s u r c h a r g e  r e p r e s e n t s  c o s t s  w h i c h  w i l l  n o t  v a r y  i f  t h e  s u b j e c t  D F - 1  
s a l e s  a r e  o r  a r e  n ot  mad e ,  s i n c e  th e  s u r c h a r g e  r e p r e s e n t s  c o s t s  
i n c u r r e d  in t h e  p a s t ,  w h i c h  must  be r e c o v e r e d . "
Mich Wi s c ' s  a s s e r t i o n s  a r e  c l e a r l y  i n c o n s i s t e n t  w i t h  the O c t o ­
b e r  2 9 ,  1 9 8 2 ,  l e t t e r  o r d e r .  The l e t t e r  o r d e r  n o t e d  ((p . 2) t h a t  
Mich Wisc h a s  t y p i c a l l y  e x p e r i e n c e d  p o s i t i v e  b a l a n c e s  iln i t s  un­
r e c o v e r e d  p u r c h a s e d  g a s  c o s t  a c c o u n t  ( A c c o u n t  Mo. 1 9 1 )  arid t h a t  i t  
w a s  t h e r f o r e  a p p r o p r i a t e  t h a t  in o r d e r  f o r  t h e  r a t e  tc> be f u l l y  
c o m p e n s a t o r y  t h a t  t h e  c o s t  o f  g a s  component  o f  R a t e  Sc hed u l e  D F - 1  
r e f l e c t  t h e  2 2 . 7 3 ₵ p e r  d t h .  The  Com mi ss i on  a l s o  f o u n d  the v o l u m e s  
s o l d  u n d e r  R a t e  S c h e d u l e  D F - 1  s h o u l d  a l s o  i n c l u d e  t h e  GRI  u r c h a r g e  
o f  . 7 2 ₵ p e r  d t h  t o  fund GRI' s r e s e a r c h  e f f o r t .  A c c o r d i n g l y ,  any  
new c o m p l i a n c e  f i l i n g  made b y  Mich Wise  s h o u l d  r e f l e c t  a r a t e  t h a t  
r e f l e c t s  t h e  f o r e g o i n g  d i s c u s s i o n ,  i . e . , t h a t  S 3 . 4 0  per* -dth i s  t h e  
c o s t  o f  g a s  p l u s  GRI s u r c h a r g e .
T h e r e  a r e  a l s o  s t a t e m e n t s  made by Mich Wi s c  in  i t s  t r a n s m i t t a l  
e t t e r  t h a t  r e q u i r e  a r e s p o n s e .  Mich W i s c a r g u e s  t h a t  v o l u m es  s o l d  
u n d e r  R a t e  S c h e d u l e  D F - 1  a r e  v o l u m e s  t h a t  w o u l d  n o t  o t h e r w i s e  be 
s o l d  u n d e r  Mi ch  W i s e ' s  R a t e  S c h e d u l e s  C D - I ,  L V S - 1  and SG£T—2. T h e r e ­
f o r e ,  Mich W i s e  a r g u e s  t h a t  t h e  R a t e  S c h e d u l e  D F - 1  r a t e  sho u ld  not  
r e c o v e r  a n y  " f i x e d "  c o s t s  o r  " o u t  o f  p o c k e t  c o s t s "  b e c a u s e  . 1 1  s a l e s  
made u n d e r  R a t e  S c h e d u l e  D F - 1  w i l l  be t o  Mich W i s e ' s  e x i s 
t o m e r s  u s i n g  e x i s t i n g  f a c i l i t i e s  and t h e r e f o r e  t h e s e  s a l




o u r  O c t o b e r  2 9 ,  1 9 8 2 ,  l e t t e r  o r d e r ,  t h e  i s s u e  o f  t h e
l e v e l  f o r  R a t e  . S c h e d u l e  D F - 1  w i l l  be r e s o l v e d  i n  
K P 8 2 - 8 0  w h e r e  t h e  s u s p e n d e d  r a t e s  became e f f e c t i v e ,  s 
r e f u n d ,  a s  o f  November  1 ,  1 9 8 2 .  The q u e s t i o n  a s  to  wh 
$ 3 . 4 5  p e r  d t h  p r o p o s e d  by  Mich  W isc ( o r  s u c h  o t h e r  r a t  
Wi s c  may p r o p o s e  i n  a s u b s e q u e n t  c o m p l i a n c e  f i l i n g ) , 
e f f e c t i v e  a s  o f  November  . 1 ,  1 9 8 2 ,  f o r  R a t e  S c h e d u l e
f u l l y  c o m p e n s a t o r y  w i l l  be d e t e r m i n e d  i n  D o c k e t  No .  
T h u s ,  we s t a t e  a g a i n  t h a t
ting c u s -  
s w i l l  " 
t a te d  i n  
p e r  r a t e  
k e t  No.  
) j e c t  to  
the r  t h e  
a s  Mich 
 b e c o m e 1 
DF - 1  i s  
R F 8 2 - 8 0 .
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s h o u l d  i t  be  f o u n d  in D o c k e t  n o .  R P 8 2 - 8 0  t h a t  Mi ch  W i s c d i d  n o t  
c h a r g e  e n o u g h  u n d e r  P a t e  S c h e d u l e  D F - 1  , M i c h i g a n  Wi s c o n s i n ’ s s h a r e ­
h o l d e r s  ma y  b e  r e q u i r e d  t o  a b s o r b  t h e  d i f f e r e n c e  b e t w e e n  the  r a t e  
a c t u a l l y  c h a r g e d  and t h e  r a t e  t h a t  s h o u l d  h a v e  b e e n  c h a r g e d  a s  o f  
N o v e m b e r  1 ,  1 9 8 2 ,  by  Mich Wi s c  f o r  R a t e  S c h e d u l e  D F - 1 ,  A c c o r d i n g l y ,  
t h e  C o m m i s s i o n  r e s e r v e s  t h e  r i g h t  t o  a s s i g n  s u c h  a d d i t i o n a l  c o s t s  
t o  R a t e  S c h e d u l e  D F - 1  a s  o f  November  1 ,  1 9 8 2 ,  a f t e r  a h e a r i n g  i n  
D o c k e t  n o .  R P 8 2 - 8 0  a s  may be  a p p r o p r i a t e .
One f u r t h e r  m a t t e r  r e q u i r e s  comment .  We n o t e  t h a t  o u r  O c t o ­
b e r ' s ,  1 9 8 2 ,  o r d e r  s t a t e d  t h a t  we w o u l d  a c c e p t  a " r a t e  b e t w e e n  
t h e  c o s t  o f  g a s  and t h e  p r i c e  o f  r e s i d u a l  f u e l  Upo n f u r t h e r
r e v i e w ,  we b e l i e v e  the  l a n g u a g e  " t h e  p r i c e  o f  r e s i d u a l  f u e l "  may 
be  i n t e r p r e t e d  t o  be  a c e i l i n g  f o r  t h e  i n i t i a l  r a t e  t o  b e  c h a r g e d  
b y  Mich Wi s c  u n d e r  R a t e  S c h e d u l e  D F - 1 ,  p a r t i c u l a r l y  s i n c e ,  a s  o u r  
O c t o b e r  2 9 ,  1 9 8 2 ,  l e t t e r  o r d e r  n o t e s ,  M i c h - W i s c  h a s  r e p r e s e n t e d
t h a t  t h e  p r i c e  o f  n o .  6 r e s i d u a l  f u e l  o i l  i n  i t s  m a r k e t  a r e a  a p ­
p r o x i m a t e s  $ 3 . 8 0  d t h .  We n o t e  t h a t  i n  i t s  Novem ber  3 ,  1 9 8 2 ,
c o m p l i a n c e  f i l i n g  M i c h - W i s c  p r o p o s e d  a r a t e  o f  $ 3 . 4  5  p e r  d t h .  
T h e r e f o r e ,  t h e  q u e s t i o n  o f  w h e t h e r  o r  n o t  t h e  p r i c e  o f  r e s i d u a l  
f u e l  w a s  a c e i l i n g  f o r  R a t e  S c h e d u l e  D F - 1  a p p a r e n t l y  w a s  n o t  a  
c o n c e r n  f o r  M i c h  Wi s c  i n  m a k i n g  i t s  c o m p l i a n c e  f i l i n g .  i n  a n y  
e v e n t ,  t h e  C o m m i s s i o n  h e r e b y  i n  t h i s  o r d e r  e x p r e s s l y  s t a t e s  t h a t  
t h e  " p r i c e  o f  r e s i d u a l  f u e l  o i l "  i s  n o t  a p r i c e  c e i l i n g  f o r  M i c h -  
Wi s c ' s  R a t e  S c h e d u l e  D F - 1 .
T h i s  i s  c o n s i s t e n t  w i t h  o u r  s t a t e m e n t s  i n  t h e  O c t o b e r  2 9 ,  
1 9 8 2 ,  l e t t e r  o r d e r  and t h i s  o r d e r  t h a t  t h e  C o m m i s s i o n  m a y  a s s i g n  
a d d i t i o n a l  c o s t s  a s  o f  Novem ber  1  , 1 9 8 2  , t o  R a t e  S c h e d u l e  D F - 1
i f  t h e  r e c o r d  d e v e l o p e d  i n  D o c k e t  No.  R P 8 2 - 8 0  j u s t i f i e s  t h i s  
a c t i o n .
The C o m m i s s i o n  o r d e r s :
M i c h  Wi s c ' s  November  3 ,  1 9 0 2  , c o m p l i a n c e  f i l i n g  i s  r e j e c t e d  
w i t h o u t  p r e j u d i c e  a s  d i s c u s s e d  i n  t h e  b o d y  o f  t h e  o r d e r .
By t h e  C o m m i s s i o n .
( S E A L )
K e n n e t h  F .  P l u m b ,  
S e c r e t a r y .
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B e f o r e  C o m m is s io n e r s C. M. B u t l e r  I I I ,  C h a i r m a n ; '
G e o r g ia n s  S h e ld o n ,  J .  D a v id  H u g h e s ,
A . G . S o u s a  and O l i v e r  G . R ic h a r d  I I I .25710
M i c h i g a n  W i s c o n s i n  P ip e  . )
L i n e  Com pany
D o c k e t  N o . C P 8 2 -5 4 2 —000
ORDER IN S T IT U T IN G  PROCEEDING 
AND GRANTING MOTIONS TO INTERVENE
( I s s u e d  D e c e m b e r  2 2 ,  1 9 8 2 )
I .  INTRODUCTION
On S e p te m b e r  2 1 ,  1 9 8 2 ,  M i c h i g a n  W i s c o n s i n  P ip e  L i n e  Company 
( M ic h  W is c ) f i l e d  u n d e r  S e c t i o n  7 ( c )  o f  t h e  N a t u r a l  Gas A c t  an  
a p p l i c a t i o n  f o r  a l i m i t e d  te r m  c e r t i f i c a t e  o f  p u b l i c  c o n v e n ie n c e  
and n e c e s s i t y  a u t h o r i z i n g  M ic h  W is c t o  p r o v i d e  a new s e r v i c e  
u n d e r  a r a t e  s c h e d u l e  d e s i g n a t e d  D F -1  w h ic h  w o u ld  make a v a i l a b l e  
t o  e l i g i b l e  c u s t o m e r s  c e r t a i n  q u a n t i t i e s  o f  n a t u r a l  g a s  a t  a p r i c e  
w h ic h  w o u ld  e n a b le  i t s  c u s t o m e r s  t o  r e t a i n  o r  r e g a i n  c o n s u m e rs  
who p o s s e s s  t h e  c a p a b i l i t y  o f  u t i l i z i n g  a l t e r n a t e  f u e l s  p r i c e d  
l o w e r  t h a n  n a t u r a l  g a s .  M ic h  W is e  a l s o  s o u g h t ,  and  on  O c t o b e r  2 9 ,  
19 8 2 ,  was g r a n t e d  t e m p o r a r y  a u t h o r i z a t i o n  t o  p r o v i d e  t h e  s e r v i c e  
f o r  a p e r i o d  o f  s i x  m o n th s .  1 /
T h e  t e m p o r a r y  c e r t i f i c a t e  s e t  f o r t h  c r i t e r i a  f o r  t h e  i n t e r i m  
r a t e  t o  be c h a r g e d  and  r e f e r r e d  t h e  q u e s t i o n  o f  an a p p r o p r i a t e  
f i n a l  r a t e  t o  M ic h  W i s e ' s  g e n e r a l  r a t e  p r o c e e d i n g  i n  D o c k e t  N o . 
R P 8 2 -8 0 .  The t e m p o r a r y  c e r t i f i c a t e  r e q u i r e s  M ic h  W is c t o  r e c o v e r  
i n  i t s  i n t e r i m  D F -1  r a t e  t h e  c o s t  o f  g a s  and t h e  GRI s u r c h a r g e ,  
p l u s  a n y  o t h e r  o u t - o f - p o c k e t  c o s t s  a s s o c i a t e d  w i t h  t h e  s a l e .  I n  
a d d i t i o n ,  M ic h  W is e  w as a d v is e d  t h a t  f o r  t h e  f i n a l  r a t e  t o  be 
c o m p e n s a t o r y  i t  m u s t  r e c o v e r  a n y  f i x e d  c o s t s  n e c e s s a r y  t o  a s s u r e  
t h a t  o t h e r  c u s t o m e r s  o r  c l a s s e s  o f  c u s to m e r s  d o  n o t  s u f f e r  
un du e  a d v e r s e  i m p a c t  a s  a r e s u l t  o f  t h e s e  s a l e s .  The C o m m is s io n  
p e r m i t t e d  M ic h  W is c  t o  c h a r g e  an  i n t e r i m  r a t e  w h ic h  w o u ld  be 
c o m p e t i t i v e  w i t h  r e s i d u a l  f u e l  o i l  b u t  w o u ld  be  no  l e s s  t h a n  
S 3 .4 0  p e r  d t h .  M ic h  W is c ' s  s h a r e h o l d e r s  a r e  r e q u i r e d  t o  assum e 
t h e  r i s k  o f  u n d e r c o l l e c t i o n  i n  t h e  e v e n t  t h e  f i n a l l y  a p p r o v e d  
D F -1  r a t e  i s  e s t a b l i s h e d  a t  a l e v e l  h i g h e r  t h a n  t h a t  c h a r g e d  b y  
M ic h  W is c  i n  t h e  i n t e r i m .
1 /  21 FERC 1 6 1 , 0 5 5 .
fs-i1 -4 9
7 7 3 3 0
Docket No. CP82-542-000 - 2 -
On N o v e m b e r  3 ,  1 9 8 2 ,  M ic h  W is c  t e n d e r e d  f o r  f i l i n g  t a r i f f  
s h e e t s  i n  p u r p o r t e d  c o m p l i a n c e  w i t h  t h e  t e m p o r a r y  c e r t i f i c a t e .
The  f i l i n g  w as r e j e c t e d  b y  o r d e r  i s s u e d  N o v e m b e r  5 ,  1 9 8 2 ,  
w i t h o u t  p r e j u d i c e  t o  r e f i l i n g ,  b e c a u s e  M ic h  W is c ' s  t a r i f f  s h e e t s  
s t a t e d  t h a t  M ic h  W i s c  w o u ld  p r o v i d e  D F -1  s e r v i c e  n o t  o n l y  t o  
c o n s u m e rs  who w o u l d  o t h e r w i s e  u s e  r e s i d u a l  f u e l  o i l  as  a u t h o ­
r i z e d ,  b u t  a l s o  t o  f e e d s t o c k  a n d  p r o c e s s  g a s  c o n s u m e r s .  M o r e -  • 
o v e r ,  we r e j e c t e d  M ic h  W is c ' s " a s s e r t i o n  t h a t  o n l y  $ 3 . 1 7  o f  i t s  
D F -1  r a t e  s h o u l d  be  c o n s i d e r e d  p u r c h a s e d  g a s  c o s t s ,  r a t h e r  t h a n  
a t  l e a s t  $ 3 . 4 0  ( o r  t h e  f u l l  $ 3 . 4 5  r a t e  a c t u a l l y  p r o p o s e d  b y  M ic h  
W is c ) a s  c o n d i t i o n e d  b y  t h e  t e m p o r a r y  c e r t i f i c a t e .  On N o v e m b e r  1 0 ,  
1 9 8 2 ,  M ic h  W is c ' s r e v i s e d  t a r i f f  s h e e t s  w e r e  a c c e p t e d  a s  b e in g  i n  
c o m p l i a n c e  w i t h  t h e  t e m p o r a r y  a u t h o r i z a t i o n .
I I .  D ISC USSIO N
T he  p r o p o s e d  D F -1  r a t e  r a i s e s  b o t h  s h o r t - t e r m  a n d  l o n g - t e r m  
p o l i c y  c o n c e r n s .  We a r e  c o n c e r n e d  f i r s t  o f  a l l  t h a t  t h e  p r o p o s e d  
r a t e  be c o m p e n s a t o r y  i n  an  im m e d ia t e  and  s h o r t - t e r m  s e n s e .  The  
r a t e  w o u ld  n o t  b e  b a s e d  o n  d i f f e r e n c e s  i n  t h e  c o s t  o f  s e r v i n g  
c u s t o m e r s  b u t  o n  d i f f e r e n c e s  i n  c u s t o m e r s ’ dem and f o r  g a s .  S uch  
a r a t e  m ay b e  j u s t i f i e d  i f ,  b u t  o n l y  i f ,  n o n - d i s c o u n t  c u s t o m e r s  
w o u ld  be  b e t t e r  o f f  w i t h  a p p r o v a l  o f  t h e  r a t e  t h a n  o t h e r w i s e .
M ic h  W is c  a s s e r t s  t h a t '  n o n - d i s c o u n t  c u s t o m e r s  w i l l  i n  f a c t  b e n e ­
f i t  f r o m  t h e  r a t e ,  t h r o u g h  t h e  c r e d i t i n g  o f  e x c e s s  r e v e n u e s  a n d  
r e d u c t i o n  o f  t h e  p i p e l i n e ' s  e x p o s u r e  t o  p r e p a y m e n t s  u n d e r  i t s  
t a k e - o r - p a y  o b l i g a t i o n s .  H o w e v e r ,  t h e y  w i l l  r e c e i v e  t h i s  b e n e f i t  
o n l y  i f  t h e  d i s c o u n t  r a t e  r e c o v e r s  an  a m o u n t  i n  e x c e s s  o f  t h e  
c o s t s  t h a t  w o u ld  be a v o id e d  b y  n o t  m a k in g  t h e  s p e c i a l  d i s c o u n t  
s a l e s .  T h e s e  a v o i d e d  c o s t s  m ay n o t  n e c e s s a r i l y  r e l a t e  t o  t h e   
p i p e l i n e ' s  w e i g h t e d  a v e r a g e  c o s t  o f  g a s .  I f  t h e  p i p e l i n e  w o u ld  
be  r e q u i r e d  t o  p u r c h a s e  a d d i t i o n a l  s u p p l i e s  i n  o r d e r  t o  s e r v e  
t h e  d i s c o u n t  c u s t o m e r s ,  t h e  a v o id e d  c o s t  i n  g e n e r a l  w o u ld  r e f l e c t  
t h e  p r i c e  o f  t h o s e  s u p p l i e s .  On t h e  o t h e r  h a n d ,  i f  t h e  p i p e l i n e  
w o u ld  i n s t e a d  i n c r e a s e  i t s  t a k e s  u n d e r  e x i s t i n g  c o n t r a c t s ,  t h e  
a v o id e d  c o s t  m i g h t  d e p e n d  u p o n  t h e  p r i c e  o f  g a s  u n d e r  t h o s e  
c o n t r a c t s  and  a n y  c o s t s  t h a t  t h e  p i p e l i n e  w o u ld  i n c u r  e v e n  i f  
i t  d i d  n o t  t a k e  t h e  g a s .  I t  m u s t  be  r e c o g n i z e d  t h a t  a v o id e d  
c o s t s  a p p l y  t o  m o r e  t h a n . p u r c h a s e d  g a s  c o s t s .  T h e  ‘d i s c o u n t  
r a t e s  m ay  h a v e  t h e  e f f e c t  o f  s h i f t i n g  c o s t s  am ong c u s t o m e r s  w i t h  
t h e s e  c u s t o m e r s  u n a b l e  t o  t a k e  a d v a n t a g e  o f  t h e  l o w e r  r a t e s  • 
b e i n g  r e q u i r e d  t o  a s s u m e  a  g r e a t e r  s h a r e  o f  t h e  c a p a c i t y  c o s t s .
T h e  e x c e s s  o f  t h e  p r o p o s e d  r a t e  o v e r  M ic h  W is c ' s  a v o id e d  
c o s t s  m u s t  b e  l a r g e  e n o u g h  t o  m ake  a r e a s o n a b l e  c o n t r i b u t i o n  t o  
f i x e d  c o s t s .  I n  a d d i t i o n ,  a l t h o u g h  t h e  r a t e  i s  d i r e c t e d  a t  
c u s t o m e r s  w ho w o u l d  n o t  o t h e r w i s e  p u r c h a s e  g a s ,  i t  m ay be  d i f f i ­
c u l t  t o  i d e n t i f y  s u c h  c u s t o m e r s  p r e c i s e l y .  I t  m ay b e  f o u n d  t h a t  
some g a s  i s  l i k e l y  t o  b e  p u r c h a s e d  u n d e r  t h e  d i s c o u n t  r a t e  b y
1-50
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c u s t o m e r s  who o t h e r w i s e  w o u ld  h a v e  p u r c h a s e d  u n d e r  M ic h  W is c ' s  
r e g u l a r  r a t e  s c h e d u l e .  A l t h o u g h  t h i s  d i v e r s i o n  o f  s a l e s  f r o m  
r e g u l a r  t o  d i s c o u n t  r a t e s  may be d i f f i c u l t  t o  m e a s u r e ,  t h e  
p o s s i b i l i t y  t h a t  i t  w i l l  o c c u r  may s u g g e s t  t h a t  a r a t e  t h a t  
c l o s e l y  a p p r o x i m a t e s  a v o id e d  c o s t s  w o u ld  n o t  s u f f i c i e n t l y  b e n e f i t  
s h o r t - t e r m  n o n - d i s c o u n t  c u s t o m e r s .
We a r e ,  i n  a d d i t i o n ,  c o n c e r n e d  t h a t  t h e  p r o p o s e d  r a t e  b e  
b e n e f i c i a l  i n  a l o n g e r - t e r m  s e n s e .  I t  i s  p o s s i b l e  t h a t  M ic h  
W is c ' s  a v o id e d  c o s t s  a r e  l o w ,  p o s s i b l y  e v e n  l o w e r  t h a n  i t  i t s  
w e i g h t e d  a v e r a g e  c o s t  o f  g a s .  H o w e v e r ,  we do  n o t  b e l i e v e  t h a t  
t h e  l o n g - t e r m  i n t e r e s t s  o f  M ic h  W is c ' s  c u s t o m e r s  a r e  b e s t  
s e r v e d  b y  e n c o u r a g in g  s a l e s  a t  s u c h  a l o w  r a t e .  S u ch  s a l e s  
c o n v e y  an  u n r e a l i s t i c  p i c t u r e  o f  t h e  m a r k e t  f o r  n a t u r a l  g a s  
a n d  t h u s  f a i l  t o  e n c o u r a g e  t h e  r e s t r u c t u r i n g  o f  t h e  c o n t r a c ­
t u a l  r e l a t i o n s h i p s  b e tw e e n  p i p e l i n e s  a n d  p r o d u c e r s  t h a t  m u s t  
e v e n t u a l l y  o c c u r .  E ve n  i f  a r a t e  b e lo w  M ic h  W is c ' s  w e ig h t e d  
a v e r a g e  c o s t  o f  g a s  w o u ld  l e a v e  i t s  n o n - d i s c o u n t  c u s t o m e r s  
b e t t e r  o f f  i n  t h e  s h o r t  t e r m ,  we do  n o t  b e l i e v e  t h a t  s u c h  a
r a t e  w o u ld  b e n e f i t  th e m  i n  t h e  l o n g  r u n .
As we s t a t e d  i n  t h e  o r d e r  g r a n t i n g  M ic h  W is c  t e m p o r a r y  
a u t h o r i z a t i o n  t o  p r o v i d e  D F -1  s e r v i c e ,  we a r e  s a t i s f i e d  t h a t  
M ic h  W is c  and i t s  c u s t o m e r s  s h o u ld  be i n  a p o s i t i o n  t o  c o m p e te  
w i t h  a l t e r n a t e  f u e l s  so  l o n g  t h e  r a t e  c h a r g e d  b y  M is c  W is c  i s  
c o n s i s t e n t  w i t h  t h e  a b o v e  c r i t e r i a ,  and  we w i l l  o n l y  a p p ro v e -  a
f i n a l  r a t e  f o r  D F -1  s e r v i c e  t h a t  i s  show n  t o  b e n e f i t  t h e  c u s ­
to m e r s  i n  b o t h  t h e  s h o r t  and l o n g - t e r m  s e n s e .  2 /  To  be com pen­
s a t o r y ,  a n y  f i n a l  s p e c i a l  s a l e s  i n c e n t i v e  r a t e  m u s t  r e c o v e r  t h e  
a c t u a l  c o s t  o f  p u r c h a s e d  g a s  a t t r i b u t a b l e  t o  t h e  s a l e s .  I n  
a d d i t i o n ,  t h e  r a t e  m u s t  r e c o v e r  t h e  c u r r e n t  Gas R e s e a r c h  I n s t i t u t e  
(G R I )  s u r c h a r g e  p l u s  a n y  o t h e r  o u t - o f - p o c k e t  c o s t s  a s s o c i a t e d  
w i t h  m a k in g  t h e  s a l e s .  I t  m u s t  a l s o  r e c o v e r  a n y  f i x e d  c o s t s  
n e c e s s a r y  t o  a s s u r e  t h a t  o t h e r  c u s to m e r s  o r  c l a s s e s  o f  c u s to m e r s  
d o  n o t  s u f f e r  u n d u e  a d v e r s e  im p a c t  as t h e  r e s u l t  o f  t h e  s a l e s .
A n y  f i n a l  r a t e  c h a r g e d  b y  M ic h  W is c  u n d e r  R a te  S c h e d u le  SS I m u s t  
m e e t  t h e s e  c r i t e r i a .  The i n t e r i m  r a t e  we p e r m i t t e d  i n  t h e  t e m p o r a r y  
c e r t i f i c a t e  w as  r e q u i r e d  t o  r e c o v e r  a t  l e a s t  ( 1 ) t h e  c u r r e n t  
c o s t  o f  p u r c h a s e d  g a s  i n c l u d i n g  t h e  c u r r e n t  A c c o u n t  N o . 191 
s u r c h a r g e ,  ( 2 )  t h e  c u r r e n t  GRI s u r c h a r g e ,  p l u s  ( 3 )  a n y  o u t - o f -  
po c k e t  c o s t s  a s s o c i a t e d  w i t h  m a k in g  t h e  s a l e s .  As s t a t e d  i n  t h e  
t e m p o r a r y  c e r t i f i c a t e ,  we w i l l  r e q u i r e  t h a t  a f i n a l  d e t e r m i n a t i o n
2 /  N o t h i n g  s a i d  h e r e i n  o r  i n  t h e  o r d e r  g r a n t i n g  t h e  t e m p o r a r y  
c e r t i f i c a t e  i s  i n t e n d e d  t o  r e l i e v e  M ic h  W is e  o r  i t s  c u s ­
t o m e r s  f r o m  t h e  r e q u i r e m e n t s  o f  T i t l e  I I  o f  t h e  N a t u r a l  Gas 




Docket No, CP82-542-000 . - 4 -
o f  t h e  a p p r o p r i a t e  D F -1  r a t e  be  made i n  D o c k e t  N o . R P 8 2 - 8 0 ,  M ic h  
W is c ' s  o n g o i n g  S e c t i o n  4 g e n e r a l  r a t e  p r o c e e d i n g .
We a g a i n  e x p r e s s l y  a d v i s e  M ic h  W i s c t h a t  i t  m ay n o t  be  a b le  
t o  c o l l e c t  a n y  d i f f e r e n t i a l  b e tw e e n  t h e  r a t e  f o u n d  a p p r o p r i a t e  
i n  D o c k e t  N o . R P 8 2 -8 0  a n d  t h e  r a t e  c h a r g e d  u n d e r  t h e  t e m p o r a r y  
c e r t i f i c a t e .  I n  o t h e r  w o r d s ,  w h i l e  M ic h  W is c  w as  g r a n t e d  te m ­
p o r a r y  a u t h o r i t y  t o  c h a r g e  a n  i n t e r i m  r a t e  t o  i t s  c u s t o m e r s ,  i t  
w as  e x p r e s s l y  a d v i s e d ,  a n d  we e m p h a s i z e ,  t h a t  i t s  s h a r e h o l d e r s  
w i l l  a s s u m e  t h e  r i s k  o f  u n d e r c o l l e c t i o n  i n  t h e  e v e n t  t h e  f i n a l l y  
a p p r o v e d  r a t e  i n  D o c k e t  N o .  R P 8 2 -8 0  i s  e s t a b l i s h e d  a t  a l e v e l  
h i g h e r  t h a n  t h a t  c h a r g e d  b y  M ic h  W is c  t o  i t s  D F -1  c u s t o m e r s  
c o n s i s t e n t  w i t h  i t s  t e m p o r a r y  a u t h o r i t y .  ' By v i r t u e  o f  t h e  f a c t  
t h a t  a n y  s e r v i c e  w i l l  b e  p e r f o r m e d  u n d e r  t e m p o r a r y  a u t h o r i t y , 
a n y  f i n a l  r a t e  d e t e r m i n a t i o n  w i l l  r e l a t e  b a c k  t o  t h e  d a t e  o f  
i n i t i a l  s e r v i c e .  3 /  We a r e  m i n d f u l  o f  M ic h  W i s e ' s  a l l e g a t i o n s  
t h a t  a l l  o f  i t s  c u s t o m e r s  w i l l  b e n e f i t  t o  t h e  e x t e n t  t h a t  
t a k e - o r - p a y  c o s t s  a n d  s t o r a g e  c o s t s  c a n  be a v o id e d  i f  t h e s e  
s a l e s  c a n  be m a d e .  H o w e v e r ,  we a r e  c o n c e r n e d  t h a t  t h e  s p e c i a l  
D F -1  r a t e  s c h e d u l e  m ay n o t  be  t h e  b e s t  w a y  f o r  M ic h  W is e  and  i t s  
c u s t o m e r s  t o  r e s p o n d  t o  c u r r e n t  m a r k e t  c o n d i t i o n s .  We a r e  u n a b le  
t o  r e s o l v e  . t h e s e  i s s u e s  o n  t h e  b a s i s  o f  t h e  p r e s e n t  r e c o r d .
C o n s e q u e n t l y , we w i l l  s e t  t h e  m a t t e r  o f  M ic h  Wi s c ' s  p e rm a ­
n e n t  c e r t i f i c a t e  f o r  f o r m a l  h e a r i n g  i n  o r d e r  t o  r e s o l v e  t h e s e ,  
a s  w e l l  as  o t h e r ,  i s s u e s  o f  m a t e r i a l  f a c t ,  l a w ,  and  p o l i c y  su ch ' 
a ss
( 1 )  W h e t h e r  M ic h  W i s e ' s  c u s t o m e r s  w i l l  d e r i v e  a b e n e f i t  
f r o m  t h i s  s e r v i c e ;
( 2 )  I n  p a r t i c u l a r ,  w h e t h e r  t h e  r a t e s  t o  c u s t o m e r s  who a r e  
n o t  e l i g i b l e  f o r  D F -1  s e r v i c e  w i l l  be  l o w e r ;
( 3 )  T h e  l o n g - t e r m  e f f e c t  o f  t h i s  s e r v i c e  o n  M ic h  W i s e ' s  
s y s t e m ;
/• .
( 4 )  W h e t h e r  s e r v i c e  u n d e r  t h e  D F -1  r a t e  s c h e d u l e  i s  u n d u l y  
d i s c r i m i n a t o r y ;
(5J_  T h e  im p a c t  o f  t h e s e  s a l e s  o n  M ic h  W i s e ' s  o v e r a l l  r a t e
d e s i g n ;
3 /  A t l a n t i c  R e f i n i n g  C om pany v .  P u b l i c  S e r v i c e  C o m m is s io n  o f
New Y o r k  (CATCO) , 360 U . S .  378 ( 1 9 5 9 ) ; "  FPC v .  S u n r a v  DX O i l  
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7  6 )  Hew M ic h  W is c w i l l  c omp l y  w i t h  T i t l e  I I  o f  t h e  n a t u r a l  
Gas P o l i c y  A c t  o f  1 9 7 8  (NGPA) i n  t h e  a d m i n i s t r a t i o n  o f  t h e s e  
s a l e s ;  •
( 7 )  To  w h a t  e x t e n t  h a v e  M ic h  W i s e ' s  g a s  a c q u i s i t i o n  p r a c t i c e s  
c o n t r i b u t e d  t o  t h e  n e e d  t o  make t h e s e  s a l e s ;
( 3 )  W h e t h e r  t h e  D F -1  r a t e  c o n t a i n s  s u f f i c i e n t  s a f e g u a r d s  
t o  p r o t e c t  M ic h  W i s e ' s  o t h e r  c u s t o m e r s ;
(S )  T h e  e f f e c t  o f  t h e  D F -1  s e r v i c e  o n  m a r k e t  f o r c e s  i n  t h e  
g a s  i n d u s t r y ;
( 1 0 )  T h e  e f f e c t  o f  t h e  D F -1  s e r v i c e  o n  M ic h  W is c ' s  f u t u r e  
c a s  a c q u i s i t i o n  p r a c t i c e s ;
( 1 1 )  T h e  p r o p e r  a p p o r t i o n m e n t  o f  r e v e n u e s  d e r i v e d  f r o m  t h e  
D F -1  s e r v i c e ;
( 1 2 )  W h e t h e r  t h e  D F -1  r a t e  w as  c a l c u l a t e d  p r o p e r l y ;  an d
( 1 3 )  W h e t h e r  t h e " D F - 1  
b e t w e e n  e l i g i b l e  c o n s u m e r s  
w h e re  who a r e  n o t  a f f o r d e d
r a t e  p r o m o t e s  u n f a i r  c o m p e t i t i o n  
and t h o s e  s i m i l a r l y  s i t u a t e d  e l s e -  
s u c h  s e r v i c e .
I I I .  I N T E R V E N TIO N S
N o t i c e  o f  M ic h  W i s e ' s  a p p l i c a t i o n  was p u b l i s h e d  i n  t h e  
F e d e r a l  R e g i s t e r  o n  O c t o b e r  15 , 1982  (4 7  Fed Reg . 4 6 1 2 9  ) .  E i g h ­
t e e n  p e r s o n s  i d e n t i f i e d  i n  t h e  A p p e n d ix  f i l e d  t i m e ly  m o t i o n s  t o  
i n t e r v e n e .  4/ G r e a t  R i v e r  Gas C om pany ( G r e a t  R i v e r )  and  M i c h i g a n  
Gas U t i l i t i e s  (MGU) f i l e d  n o t i o n s  t o  i n t e r v e n e  c u t  o f  t i m e .  G r e a t  
R i v e r  a v e r s  t h a t  i t s  m o t i o n  t o  i n t e r v e n e  was f i l e d  c u t  o f  t im e  
d u e to  i t s  P r e s i d e n t  and C h i e f  O p e r a t i n g  O f f i c e r  b e in g  on t r a v e l  
s t a t u s  d u r i n g  t h e  s h o r t e n e d  n o t i c e  p e r i o d .  MGU a v e r s  t h a t  i t s  
m o t i o n  t o  i n t e r v e n e  w as f i l e d  o u t  o f  t im e  b e c a u s e  i t  becam e a w a re  
c f  t h e  m a g n i t u d e  o f  M ic h  W i s e ' s  p r o j e c t e d  l o a d  l e s s  u n d e r  c u r r e n t  
r a t e  s c h e d u l e s  a t  a l a t e  d a t e .
The Commiss ion f i n d s ;
( 1 )  M ic h  W i s e ' s  p r o p o s a l  h e r e i n  r a i s e s  m a t e r i a l  i s s u e s  o f
f a c t .
4 / T i m e l y  i n t e r v e n t i o n s  a r e  g r a n t e d  by  o p e r a t i o n  o f  R u le  214 o f  




(2)  I t  i s '  n e c e s s a r y  and a p p r o p r i a t e  i n  c a r r y i n g  o u t  th e  
p r o v i s i o n s  o f  the  N a t u r a l  Gas  A c t  t h a t  the  a p p l i c a t i o n  i n  Do cke t  
No. C P 8 2- 54 2  be s e t  f o r  f o r m a l  h e a r i n g  on t he  m a t t e r s  i n v o l v e d  
and th e  i s s u e s  p r e s e n t e d  in  t h i s  p r o c e e d i n g  a s  h e r e i n b e f o r e  
d e s c r i b e d .
(3 )  Good c a u s e  e x i s t s  to  p e r m i t  t h e  l a t e  i n t e r v e n t i o n  by 
G r e a t  R i v e r  and MGU.
The Commiss ion o r d e r s :
(A) P u r s u a n t  t o  S e c t i o n s  7 and 1 5  o f  the  N a t u r a l  Gas  A c t ,  
Mich W i s e ' s  a p p l i c a t i o n  i n  D o c k e t  No.  CF 8 2 -5 4 2  i s  s e t  f o r  h e a r i n g .
(3)  An A d m i n i s t r a t i v e  Law J u d g e  to  be d e s i g n a t e d  by the  
C h i e f  A d m i n i s t r a t i v e  Law J u d g e  ( 1 8  CFR S 3 7 5 . 3 0 4 )  s h a l l  p r e s i d e  
a t  a p r e h e a r i n g  c o n f e r e n c e  and s u b s e q u e n t  h e a r i n g  i n  t h i s  p r o ­
c e e d i n g ,  w i t h  a u t h o r i t y  to  e s t a b l i s h  and change  a l l  p r o c e d u r a l  
d a t e s  and t o  r u l e  on a l l  m o t i o n s ,  a s  p r o v i d e d  by the  C o m m i s s i o n ' s  
R u l e s  o f  P r a c t i c e  and P r o c e d u r e .
(C) G r e a t  R i v e r  and MGU a r e  p e r m i t t e d  to i n t e r v e n e ,  su b­
j e c t  to  the  r u l e s  and r e g u l a t i o n s  o f  t he  Commiss ion;  P r o v i d e d ,  
h o w e v e r , t h a t  the  p a r t i c i p a t i o n  o f  such i n t e r v e n e r s  s h a l l  be 
1 i n i  r e d  to  m a t t e r s  a f f e c t i n g  a s s e r t e d  r i g h t s  and i n t e r e s t s  a s  
s p e c i f i c a l l y  s e t  f o r t h  in  t h e i r  m o t i o n s  tb i n t e r v e n e ;  and P r o ­
v ided  , f u r t h e r , t h a t  the  r e m i s s i o n  o f  t h e s e  i n t e r v e n o r s  s h a l l  
n o t  be c o n s t r u e d  as  r e c o g n i t i o n  by th e  Commiss ion t h a t  t h e y  
m ig ht  be a g g r i e v e d  b e c a u s e  o f  any  o r d e r  o f  the  Commiss ion e n t e r e d  
i n t h i s  p r o c e e d i n g .
By th e  Co m m iss io n .
( S E A L )
Kenn eth  F.  Plumb,  
S e c r e t a r y .
'
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APPENDIX-INTERVENORS
North  C e n t r a l  P u b l i c  S e r v i c e  Company,
D i v i s i o n  o f  Donovan Companies ,  I n c .
Iowa E l e c t r i c  L i g h t  and Power Company 
I l l i n o i s  Power  Company 
W i s c o n s i n  F u e l  a n d * L i g h t  Company 
C i t y  Gas  Company
W i s c o n s i n  Power  and L i g h t  Company 
W i s c o n s i n  N a t u r a l  Gas  Company 
W i s c o n s i n  Gas  Company 
W i s c o n s i n  P u b l i c  S e r v i c e  C o r p o r a t i o n  
M i c h i g a n  Power  Company 
Madi son Gas & E l e c t r i c  Company 
Chevron  Chemica l  Company 
Iowa S t a t e  Commerce Commission 
‘Ohio V a l l e y  Gas C o r p o r a t i o n  
M i c h i g a n  C o n s o l i d a t e d  Gas Company
A s s o c i a t i o n  o f  B u s i n e s s e s  A d v o c a t i n g  T a r i f f  E q u i t y  
F i r s t  M i s s , I n c .
The P u b l i c  S e r v i c e  Commission o f  W i s c o n s i n
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( I s s u e d  F e b r u a r y  2 2 ,  1 9 8 3 )
I n t r o d u c t  i o n
On S e p t e m b e r  2 1  , 1 9 8 2  , M i c h i g a n  W i s c o n s i n  P i p e  L i n e  Company 
(Mich  Wis )  f i l e d ,  u n d e r  S e c t i o n  7 ( c )  o f  t h e  N a t u r a l  Gas  A c t ,  an 
a p p l i c a t i o n  f o r  a l i m i t e d  term c e r t i f i c a t e  o f  p u b l i c  c o n v e n i e n c e  
and n e c e s s i t y  a u t h o r i z i n g  Mich  Wis to  p r o v i d e  a new s e r v i c e  u nd er  
a r a t e  s c h e d u l e  d e s i g n a t e d  D F - 1 ,  which  would  make a v a i l a b l e  to  
e l i g i b l e  c u s t o m e r s  c e r t a i n  q u a n t i t i e s  o f  n a t u r a l  g a s  a t  a p r i c e  
t h a t  w o u ld  e n a b l e  i t s  c u s t o m e r s  to  r e t a i n  o r  r e g a i n  c o n s u m e r s  
who p o s s e s s  t h e  c a p a b i l i t y  o f  u t i l i z i n g  a l t e r n a t e  f u e l s  p r i c e d  
l o w e r  t h a n  n a t u r a l  g a s .  Mich Wis a l s o  s o u g h t ,  and on O c t o b e r  
29 ,  1 9 8 2  ( 2 1  FERC V 6 1 , 0 6 3 )  was  g r a n t e d ,  t e m p o r a r y  a u t h o r i z a t i o n  
to  p r o v i d e  t h e  s e r v i c e  f o r . a  p e r i o d  o f  s i x  m o n t h s . .
On November  3 , 1 9 8 2 ,  Mich 'Wis t e n d e r e d  f o r  f i l i n g  t a r i f f
s h e e t s  i n  p u r p o r t e d  c o mp l i a n c e  w i t h  t he  t c i n p o r a r y  c e r t i f i c a t e .
The f i l i n g  w as  r e j e c t e d  by  o r d e r  i s s u e d  November 5 ,  1 9 8 2  ( 2 1
FERC ' V61 , 0 6 2 )  , w i t h o u t  p r e j u d i c e  t o  r e f i l i n g ,  b e c a u s e  Mich W i s ' s  
t a r i f f  s h e e t s  s t a t e d  t h a t  Mich Wis would  p r o v i d e  D F - 1  s e r v i c e  
not  o n l y  t o  c o n s u m e r s  who would  o t h e r w i s e  u s e  r e s i d e n t i a l  f u e l  
o i l  a s  a u t h o r i z e d ,  b u t  a l s o  t o  f e e d s t o c k  and p r o c e s s  g a s  co n ­
s u m e r s .  M o r e o v e r ,  we r e j e c t e d  Mich W i s ' s  a s s e r t i o n  t h a t  o n l y  
$ 3 . 1 7  o f  i t s  D F - 1  r a t e  s h o u l d  be c o n s i d e r e d  p u r c h a s e d  g a s  c o s t s ,  
r a t h e r  t h a n  a t  l e a s t  $ 3 . 4 0  ( o r  t h e  f u l l  $ 3 . 4 5  r a t e  a c t u a l l y  
p r o p o s e d  by  Mich Wis)  a s  r e q u i r e d  by t h e  t e m p o r a r y  c e r t i f i c a t e .
On November  1 0 ,  1 9 8 2 ,  Mich W i s ' s  r e v i s e d  t a r i f f  s h e e t s  were  
a c c e p t e d  a s  b e i n g  i n  c o m p l i a n c e  w i t h  th e  t e m p o r a r y  a u t h o r i z a t i o n .
1-56
Ik »c c t No.  CPS 2 -  5 4 2 - U 04
Both t h e  O c t o b e r  29,  19 8 2  _] /  and th e  November 5 ,  1 9 8 2 ,  o r d e r s  
made c l e a r  o u r  i n t e n t  t h a t  in t he  e v e n t  the  f j n a l 1 y ' a p p r o v e d  
r a t e  was  e s t a b l i s h e d  a t  a h i g h e r  l e v e l  than  t h a t  c h a r g e d  by Mich 
W i s e  t o  i t s  D F - 1  c u s t o m e r s ,  Mich W i s ' s  s h a r e h o l d e r s  would  be r e ­
q u i r e d  t o  a b s o r b  any d i f f e r e n c e  b e t w e e n  t h e  r a t e  . a c t u a l l y  c h a r g e d  
ancj t h e  r a t e  t h a t  s h o u l d  ha v e  been c h a r g e d  a s  o f  November  1 ,  1 9 8 2 ,  
by  Mich  Wis  f o r  R a t e  S c h e d u l e  D F - 1 .  ( 2 1  FERC a t  6 1 , 2 3 0 ) .
On Dec em ber  2 2 ,  1 9 8 2 ,  t h e  C o m m i s s i o n ,  r e p e a t i n g  i t s  c o n c e r n  
t h a t  t h e  S p e c i a l  D F - 1  r a t e  s c h e d u l e  may not  be t h e  b e s t  way f o r  
M i c h i g a n  W i s c o n s i n  and i t s  c u s t o m e r s  to  r e s p o n d  t o  m a r k e t  c o n d i ­
t i o n s ,  o r d e r e d  Mich W i s ' s  S e c t i o n  7 ( c )  a p p l i c a t i o n  s e t  f o r  h e a r i n g .  
T h i s  h e a r i n g  o r d e r  a d d r e s s e d ,  i n t e r  a l i a , t h e  a p p r o p r i a t e  r a t e  
t r e a t m e n t  t o  be  a c c o r d e d  s a l e s  consummated und er  Mich W i s ' s  
t e m p o r a r y  a u t h o r i t y .
P i  s c u s s  ion
On J a n u a r y  20 ,  1 9 8 3 ,  Mich Wis f i l e d  f o r  a r e h e a r i n g  a n d / o r  
c l a r i f i c a t i o n  o f  the  C o m m i s s i o n ' s  December  2 2 ,  1 9 8 2 ,  o r d e r .  Mich 
Wis  a l l e g e s  t h a t  a s p e c t s  o f  t h a t  o r d e r  c o u l d  be r e a d  to  have  
Changed s u b s t a n t i a l l y  the  t e r m s  o f  th e  t e m p o r a r y  a u t h o r i z a t i o n  
g r a n t e d  by  C o m m i s s s i o n  l e t t e r  o r d e r  o f  O c t o b e r  2 9 ,  1 9 8 2 .
L i k e w i s e ,  a j o i n t  p e t i t i o n  f o r  r e c o n s i d e r a t i o n  and r e h e a r i n g  
was  f i l e d  on J a n u a r y  20 ,  1 9 8 2 ,  by  W i s c o n s i n  N a t u r a l  Gas  Company,  
W i s c o n s i n  Power  R L i g h t  Company,  W i s c o n s i n  Gas Company,  Madi son  
Gas  & E l e c t r i c  Company,  W i s c o n s i n  B u l b  and L i g h t  Company,  C i t y  
Gas  Company and W i s c o n s i n  P u b l i c  S e r v i c e  C o r p o r a t i o n  ( t h e  W isc on-  
s i n  D i s t r i b u t o r s  G r o u p ) ,  M i c h i g a n . G a s  U t i l i t i e s  Company,  M i c h i g a n  
Power  Company and Nor th C e n t r a l  P u b l i c  S e r v i c e  Company ( a l l  c o l ­
l e c t i v e l y  h e r e i n a f t e r  r e f e r r e d  t o  a s  j o i n t  p e t i t i o n e r s ) .  The 
j o i n t  p e t i t i o n e r s ,  c u s t o m e r s  o f  Mich Wis ,  a l l e g e  t h a t  t he  Decem­
b e r  2 2 ,  1 9 8 2 ,  o r d e r  p l a c e s  Mich Wis a t  c o n s i d e r a b l y  more r i s k  
th an  t h e  O c t o b e r  29 o r d e r ,  i f  t h e  f i n a l  r a t e  i s  u l t i m a t e l y  d e t e r ­
mined to  be more than the  $ 3 . 4 5  p e r  d t h  r a t e  a t  which  t he  g a s  i s  
p r e s e n t l y  b e i n g  s o l d .  J o i n t  p e t i t i o n e r s  f e a r  t h i s  i n t e r p r e t a t i o n
o f  the  December  2 2 ,  1 9 8 2 ,  o r d e r  w i l l  c a u s e  Mich Wis  to  c e a s e
s a l e s  to  t h e  d e t r i m e n t  o f  j o i n t  p e t i t i o n e r s .
1 /  We s t a t e d  on O c t o b e r  29 , 1 9 8 2  , "Mich Wise  i s  h e r e b y  a d v i s e d  
t h a t  i t  may not  be a b l e  to  c o l l e c t  any  d i f f e r e n t i a l  be tw ee n
t h e  r a t e  c h a r g ed under  the  D F - 1  r a t e  S c h e d u l e  and t h e  r a t e  
fou nd  a p p r o p r i a t e  in Doc ket  No. R P 8 2 - 8 0 "  ( 2 1  FERC a t  6 1 , 2 3 1 ) .
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The C o m m i s s i o n  f i n d s  t h a t  Mich W i s ' s  c l a i m  t h a t  t he  o r d e r  
o f  D e c e m b e r  2 2 ,  1 9 8 2 ,  changed  t h e  c o n d i t i o n s  imposed  upon Mich 
v ; i s  ' u n d e r  t h e  t e m p o r a r y  a u t h o r i t y  g r a n t e d  O c t o b e r  2 9 ,  and r e ­
i t e r a t e d  by  o r d e r  o f  November 5 ,  1 9 8 2 ,  i s  t o t a l l y  w i t h o u t  m e r i t .  
M ic h  w i s  w as  e x p r e s s l y  t o l d  i n  b o t h  t h e  O c t o b e r  29 ,  1 9 8 2  and t h e  
Novem ber  5 o r d e r  t h a t  i t  and n o t  i t s  r a t e p a y e r s  would  be  a t  r i s k  
f o r  a n y  u n d e r r e c o v e r y  i n  t h e  e v e n t  t h e  C o m m i s s i o n  s h o u l d  u l t i ­
m a t e l y  d e t e r m i n e  t h a t  t h e  a p p r o p r i a t e  D F - 1  r a t e  s h o u l d  be h i g h e r  
t h a n  t h a t  c h a r g e d  by  Mich Wis u n d e r  t h e  t e m p o r a r y  c e r t i f i c a t e .
We f i n d  n o t h i n g  i n  t h e  p e t i t i o n s  t o  c a u s e  u s  t o  m o d i f y  t he  December  
2 2 ,  1 9 8 2  o r d e r .
P a s t  G a s  A c q u i s i t i o n  P r a c t i c e s
As t o  t h e  i s s u e s  l i s t e d  f o r  h e a r i n g  a t  p a g e s  4 and 5 o f  
Dec e m b er  22  o r d e r ,  Mich  Wis c h a l l e n g e s  t h e  r e l e v a n c y  o f  i s s u e  
number  s e v e n , i  . e • / t h e  p r u d e n c y  o f  Mich W i s ' s  p a s t  g a s  a c ­
q u i s i t i o n  p r a c t i c e s .
M i c h . W i s  a s s e r t s  t h a t  q u e s t i o n s  o f  p r u d e n c y  may be r a i s e d  
more a p p r o p r i a t e l y  i n  Mich W i s ' s  r e l a t e d  r a t e  p r o c e e d i n g  ( D o c k e t  
N o . R P 8 2 - S 0 ) ,  and t h a t  such q u e s t i o n s  h a v e  b e e n  r a i s e d  in c e r t a i n  
PGA p r o t e s t ,  c a s e s .
V.’ e n o t e  t h a t  Mich Wis ,  on J a n u a r y  6 ,  1 9 8 2  , f i l e d  a m o t i o n  2 /
w i t h  t h e  C h i e f  A d m i n i s t r a t i v e  Law J u d g e  r e q u e s t i n g  j o i n t  h e a r i n g s  
b e f o r e  J u d g e  Go rd o n  ( a s s i g n e d  t o  D o c k e t  No.  R P 8 2 - 8 0 )  r e l a t i v e  
t o  t h e  s p e c i a l  R a t e  S c h e d u l e  . D 'F-1 i s s u e s  w h i c h  a r e  g e r m a i n e  to  
b o t h  t h e  c e r t i f i c a t e  p r o c e e d i n g  ( C P 8 2 - 5 4 2 - 0 0 4 )  and t h e  r a t e  
p r o c e e d i n g .
* By o r d e r  o f  J a n u a r y  1 0 ,  1 9 8 3 , . 3 /  t h e  C h i e f  A d m i n i s t r a t i v e  
Law J u d g e  t r a n s f e r r e d  t o  J u d g e  Gordon f o r  j o i n t  h e a r i n g  the  
D F - 1  s p e c i a l  r a t e  i s s u e s  in  Do ck et  No.  C P 8 2 - 5 4 2 - 0 0 4 .
2 /  S e e :  M o t i o n  o f  Mi ch i g a n  W i s c o n s  i n P i p e  L i n e  Company
f o r  t r a n s f e r  o f  P r o c e e d i n g s , D o c k e t  No.  C P 8 2 - 5 4 2 - 0 0 4 ,
J a n u a r y  6 ,  1 9 8 2 .
3/  S e e :  O r d e r  m ak i n g  S u b s t i t u t e  D e s i g n a t i o n  o f  A d m i n i s t r a t i v e  Law 
C a n c e l !  i ng ~ ?  r e h e a r i n g  ' C o n f e r e n c e  , D o c k e t  No.  CP8 2 - 54  2 - 0 Oil
J a n u a r y  1 0 ,  1 ^ 8 2 .
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The Co; r ,miss ion i s  t h u s  a s s u r e d  t h a t  t h e  r e l e v a n t  i s s u e  of  t h e  
p r u d e n c y  o f  p a s t  g a s  a c q u i s i t i o n  p r a c t i c e s  w i l l  be f u l l y  d e v e l ­
oped  i n  t h a t  j o i n t  h e a r i n g  w h i l e  p r e s e r v i n g  a d m i n i s t r a t i v e  e f f i -
c i e n c y .
I n  sum,  t h e  r a t e s  c o l l e c t e d  u n d e r  t h e  t e m p o r a r y  c e r t i f i c a t e  
s h a l l  r e m a i n  s u b j e c t  t o  r e f u n d  p e n d i n g  a d e t e r m i n a t i o n  i n  Docket
No.  R P 8 2 - 8 0 ,  and t h e  m e r i t s  of  Mich W i s e ' s  r e q u e s t e d  p e r m a n e n t  
c e r t i f i c a t e  a u t h o r i z a t i o n  r e ma i n  t o  be c o n s i d e r e d  in  t h e  Docke t  
No.  CP 8 2 - 5 4 2  p r o c e e d i n g .
The Co m m i s s i o n  f i n d s :
(1)  The Commi ss i on  f i n d s  no new f a c t s  o r  p o i n t s  of  l aw i n  
t h e  a r g u m e n t s  r a i s e d  by Mich Wis o r  t h e  j o i n t  p e t i t i o n e r s ,  r e ­
s p e c t i v e l y ,  t o  w a r r a n t  m o d i f i c a t i o n  of  t h e  December  22 ,  1982,  
o r d e r  s e t t i n g  f o r  h e a r i n g  Mich Wis '  S e p t e mb e r  21 ,  1982 ,  a p p l i c a ­
t i o n .
(2)  As h a s  b e e n  c l e a r l y  s t a t e d  in o u r  e a r l i e r  o r d e r s ,  Mich 
W i s e ' s  s h a r e h o l d e r s  mu s t  b e a r  t h e  r i s k  of  u n d e r r e c o v e r y  d u r i n g  
t h e  p e r i o d  o f  t e m p o r a r y  a u t h o r i z a t i o n .
(3)  The a p p r o p r i a t e  DF-1 r a t e  w i l l  be d e t e r m i n e d  i n  Docke t  
No. RP82-80  .
The Cc::rri i s s i o n  o r d e r s :
(A) P a t e  t r e a t m e n t  f o r  any s a l e s  c o m p l e t e d  p r i o r  t o  t h i s
r e s c i s s i o n  w i l l  be g o v e r n e d  by t h e  r a t i o n a l e  s e t  o u t  i n  t h e  
O c t o b e r  2 9 ,  19 3 2 ,  o r d e r  a s  f u r t h e r  c l a r i f i e d  by o u r  o r d e r s  of
November  5 ,  1 9 8 2 ,  and December  22,  1982,  i n  t h i s  d o c k e t .
(B) P e t i t i o n e r s '  r e q u e s t s  f o r  m o d i f i c a t i o n  o f  t h e  December
22,  1 9 8 2 ,  o r d e r  a r e  d e n i e d .
By t h e  C o m m i s s i o n .  Co mmi s s i o n e r  Sh e l d o n  a b s t a i n e d .
( S E A L )
Kenneth  F.  Plumb 
S e c r e t a r v .
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